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.President Johnson and Commissioner of Internal Revenue Sheldon S. Cohen congratulate

newly appointed Chief Counsel Lester R. Uretz (left).
thority in the Internal Revenue Service.

The Chief Counsel is the top legal au-

Former Deputy Commissioner Bertrand M.
Harding (left), selected by President John-
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Office of Economic Opportunity, receiving
farewell congratulations from Secretary of
the Treasury Henry H. Fowler.
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TRANSMITTAL

Hon. Hexry H. FOWLER,
Secretary of the Treasury,
Washington, D.C. 20220.

WasHiNeTON, D.C. 20224,

Dear MR. SECRETARY:

The attached annual report of the Internal Revenue Service for fiscal year 1966 refiects the
continued growth of Service accomplishments and of our national economy. A record number
of returns was processed, and a new record of $128.9 billion was collected, with only a minor
increase in the number of persons employed by the Service. I view this not solely as an indication
of the capability and dedication of our staff, but also as a tribute to the overwhelming majority
of American taxpayers who file their returns timely, and conscientiously compute and pay their
taxes.

Throughout my first full year in office, I stressed improving tax administration, believing
as I do that managerial improvements will result in enduring benefits to the taxpayer and to the
Government. Our central effort has been directed towards strengthening voluntary compliance
by cultivating better taxpayer relations through improved service to the public. Improvements,
covered in detail throughout this report, took many forms, of which the following are illustrative:
A centralized telephone service was initiated to provide direct assistance to taxpayers located in
outlying areas; some of our offices were operated on nights and Saturdays for the convenience
of the public; our program to provide better quarters in which to conduct public business was
accelerated, with emphasis on insuring privacy during discussions between taxpayers and Service
personnel; forms and form letters were simplified; quicker and simplified responses to letter
inquiries from taxpayers were emphasized ; and more cases were adjudicated at the lowest appeal
level.  Above all, we have stressed the need for displaying courtesy, tact, and a spirit of under-
standing in all contacts with the public.

Allied with these actions are many of an internal nature that benefit taxpayers. To name
a few, there was a substantial increase in employee suggestions and related monetary savings;
the quality of Service personnel received emphasis through observance of high recruitment
standards, more specialized training programs, and improving the methods for selecting and the
techniques of training people in key supervisory and managerial positions; better manpower
utilization was achieved through introduction of cost-cutting techniques in the collection of past-
due accounts; and the substitution of specially trained taxpayer assistors in lieu of higher-graded
technical personnel helped to achieve economy without sacrificing quality.

The conversion to automatic data processing of individual income tax returns has continued
on schedule. Business master file processing became operational nationwide on January 1, 1965.
Three of our seven service centers are now fully processing individual tax returns, while two
additional service centers are processing returns for all but one state within their region. The
two regional service centers not currently processing individual returns, as well as the two states
presently not covered in other regions, will be brought under the system on January 1, 1967,
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TRANSMITTAL—Continued

completing the conversion. We look forward to 1967 with enthusiasm for the increased benefits

this ingenious and versatile tool will provide in speed, completeness, and uniform treatment for all.
I am confident that after reading this report you will agree that 1966 was, indeed, a year of

progress for the Internal Revenue Service, and that credit for this should be shared by many.

St zel

SHELDON S. CoOHEN,
Commissioner of Internal Revenue.
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Mission of the Service

The musston of the Service is to encourage and achieve the
highest possible degree of voluntary compliance with the tax
laws and regulations and to maintain the highest' degree of
public confidence in the integrity and efficiency of the Service.
This includes communicating the requirements of the law
to the public, determining the extent of complionce and
causes of noncompliance, and doing all things needful to a
proper enforcement of the law.

Report
on

Operations

MILLIONS

1965

1966

Gross collections
Refunds:
Number
Amount
Returns filed
Retums examined
Additional tax from enforcement

Delinquent taxes collected, total
Delinguent accounts
Accelerated collections of

underpaid liabilities and
dishonored checks

$114,434.6

$1,3129
$1,095.5

$2174

$128,880.0
45.1
$7,3146
104.1

35
$2,862.8

$1,300.7
$1,1145

$195.2




INFORMING
AND
ASSISTING TAXPAYERS

Chapter 1

INTRODUCTION

The American system of taxation places primary
responsibility on the taxpayer to determine his tax
liability. Under this self-assessment system the tax-
payer must become acquainted with those sections of
tax laws, rules and regulations necessary to the ful-
fillment of his tax obligations. The Internal Rev-
enue Service assists the individual in understanding
his rights and responsibilities through a continuing
program of taxpayer service. Under this program
the Service publishes regulations, rulings, and tax
guides covering specific tax situations, releases in-
formation through mass communication media,
maintains convenient offices throughout the country
staffed with tax experts who are available to answer
questions, provides tax materials and speakers to
schools and other groups, and distributes tax forms
and instructions to the millions of American
taxpayers.

PLAIN LANGUAGE PUBLICATIONS PROVIDE HELP

IN FILING TAX RETURNS

The Service publishes many booklets and pam-
phlets explaining the tax laws in nontechnical lan-
guage. All the information that most taxpayers
need to file tax returns is arranged in an easy-to-use
format and examples are used freely to clarify the
narrative material. Some, like Your Federal In-
come Tax, cover a very broad range and have be-
come well known over a period of years. Others
deal more specifically with subjects like casualty
losses, child care, medical expenses, and income
averaging. A few of the smaller publications are
reprints of chapters from the larger booklets but
most of them either relate to material that is not ap-
propriate for the booklets or give more detailed in-
formation about material that was curtailed in the
booklets because of space limitations or limited
applicability.

Two new publications, Document No. 5640, Re-
porting Your Tips for Federal Tax Purposes, and
Document No. 5642, New Withholding System,
were developed and published to provide assistance
in complying with new provisions in the tax laws.

INFORMING AND ASSISTING TAXPAYERS

Also, a special purpose publication was developed
for use by Taxpayer Assistors in answering inquiries
about the Tax Adjustment Act of 1966. A few
documents relating to excise taxes were discontinued
this year because many of those taxes were repealed.

Descriptions of selected publications, together
with a list of all others, start on page 90.

KEEPING THE PUBLIC INFORMED

Service to the Public Improved

In keeping with the Presidential program to im-
prove the Federal Government’s services to the pub-
lic, the public information program focused nation-
wide effort on reaching the highest attainable
standards of “fast, efficient, and courteous service.”

The most important area open for the improve-
ment of service to the public lies in the field of com-
munications, especially since the American system of
taxation is rooted in the principles of self-assessment
and voluntary compliance. These in turn demand
public knowledge and understanding of tax laws and
procedural requirements. The public information
program is aimed at meeting these public needs ade-
quately and promptly.

To emphasize the importance of high standards of
individual integrity and courtesy to the public, the
Commissioner had a film made of his talk on these
subjects to employees of the Baltimore District Office.
Prints were distributed to other district offices, so
that employees throughout the Service would have
an opportunity to see the Commissioner deliver this
message. This film plus the coverage of these topics
in the Commissioner's monthly letter to all employ-
ees laid the groundwork for the expanded courtesy
and service program.

A formal program was established to give official
recognition in the form of special awards for excel-
lence in improving communications and services to
the public. Under this new program, district di-
rectors, service center directors, regional commis-
sioners, and National Office division directors can
present certificates of appreciation to employees for
such contributions.

Changing Tax Requirements Publicized

A major challenge in the continuing effort to keep
the public informed was the Tax Adjustment Act of
1966, with its rapid enactment and early effective
date, and its impact on the millions of employees

subject to tax withholding. The quiet success of this
huge operation testified to the thoroughness of the
explanatory material and instructions provided al-
most overnight to approximately 4 million employers
and 70 million employees, both directly and through
mass media. Similarly, affected public sectors were
provided complete information in advance on semi-
monthly depositing of employee withheld taxes, use
of “piggyback™ address labels, and direct mailing of
refund returns to regional service centers.

Use of Mass Media

To gear the total information program as closely
as possible to changing needs, a new procedure was
instituted calling for weekly notice to the National
Office of the trends of taxpayer inquiries during the
filing period. Asnew needs were ascertained prompt
action was taken to supply the required information
through newspapers, radio, or television, in order
to reduce the volume of individual requests.

The popularity of the Service’s question-and-
answer column series, providing information on the
most commonly asked questions, continued to grow.
During the filing period it was regularly published in
some 845 daily newspapers (44 percent of all
dailies) and more than 1,300 weekly papers. Pub-
lication outside the filing period also continued to
expand.

As aids to news sources, two new series of in-
formational releases were inaugurated: Fact sheets
(which provide the facts on matters of public in-
quiry, but which do not call for general news re-
leases), and ADP taxpayer information materials
(which provide basic guides, release outlines, radio
spot announcements and the like for regional
adaptation in accordance with local requirements).

A new poster, emphasizing the importance of
careful preparation of income tax returns, was dis-
played nationwide during the filing period. In
January, with the cooperation of the U.S. Post
Office, the poster was shown on the sides of some
50,000 mailtrucks. During March and April the
poster was exhibited on more than 2,000 billboards
with the cooperation of the National Outdoor
Advertising Association.

On April 5 the Columbia Broadcasting Sys-
tem ran a network audience-participation program,
the “National Income Tax Test”, with the advice
and assistance of the Service. The show made a
substantial contribution to public knowledge of the
citizen’s tax rights and obligations.

S



ANNUAL REPORT e CHAPTER ONE

The National Office issued 177 technical and 66
general news releases, and provided field offices with
330 informational materials for local adaptation and
use. These included such items as news releases,
feature stories, and radio scripts and spot announce-
ments. In all, information was supplied in response
to about 40,000 inquiries from mass media and
other sources.

Radio and television stations were provided with
a variety of informational packages during the year.
Wide exposure was obtained during the filing period
of a dozen color TV spot announcements providing
helpful hints on return preparation. Another set of
twelve 4-to-5-minute radio tapes offered advice on
matters of general taxpayer interest. Altogether tax-
payers receiving return and refund advice and as-
sistance through broadcasting facilities were num-
bered in the tens of millions.

Previews and Preventatives

Throughout the year the main thrust of the in-
formation program was “prevention,” that is, plan-
ning and taking advance action to prevent gaps or
misunderstandings in public knowledge of the laws,
regulations, and procedural requirements for which
the Internal Revenue Service has administrative
responsibility. For example, before the 1966 filing
period, tax practitioners throughout the country
were sent information on modifications in tax forms
and other Service changes which would affect their
operations. They were also provided narrative
definitions of all codes used on service center tax-
payer notices, so they could help widen taxpayer
understanding of ADP procedures.

Active Steps Taken To Improve Service to Tax-
payers and To Promote Voluntary Compliance

During the year taxpayer educational conferences
were conducted in each of the regions to introduce
the new -tax payment procedures to the distilled
spirits industry. As a result, the transition from the
old to the new systern in 1966 was made with a
minimum of confusion and misunderstanding.

One of the concomitant and most beneficial fea-
tures of the new emphasis on the Firearms Records
Inspection Program (see p. 39) was the assistance
rendered the public in keeping accurate records,
thus avoiding technical violations of the National
Firearms Act and Federal Firearms Act through
lack of knowledge.
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A YEAR OF INNOVATION IN TAXPAYER
ASSISTANCE

Nearly 26 Million Taxpayers Assisted

More taxpayers voluntarily sought and received
assistance than ever before. Nationwide, nearly 26
million taxpayers received assistance during 1966.
This was over 650,000 (2.6 percent) more than last
year. Of the total taxpayers assisted, 16.6 million
were through telephone contact, an increase of nearly
400,000 (2.4 percent), and 9.1 million taxpayers
visited Service offices, an increase of nearly 300,000
(3.0 percent).

Taxpayers assisted

Type 1965 1966 Percent

change
Total taxpayers assisted_ _____.__.___._____ 25,099,071 | 25,755,437 2.6
Telephone assistance. .o...cooenenrnnnnnns 6, 225,954 | 16, 615, 369 2.4
1o office visitors. 8,873,117 | 9,140,068 3.0

New Telephone Concept Holds Promise of Still
Better Service to Public '

. The Service has encouraged taxpayers to obtain
information by telephoning rather than by making
a personal visit to district offices, since this has proven
to be dn efféctive and economical method of pro-
viding assistance. Obviously, however, use of the
telephone depends in large measure upon the possi-
bility of telephoning Service personnel at local rates,
an important consideration to taxpayers located at
a distance from Service offices.

Tests being conducted hold promise, if costs prove
reasonable, that a new telephone concept will im-
prove assistance operations and open up new areas
to telephone contact. This concept is known as
Centiphone, a centralized telephone service that
enables a taxpayer to make a toll-free call to the dis-
trict office even though he might be located some
distance away. Three pilot installations were
established: Santa Ana-Los Angeles; Little Rock,
covering seven cities in Arkansas; and Washington,
D.C.-Baltimore. From a manpower resources
standpoint Centiphone will permit reduction of
costly work interruptions of high-grade technicians
in subordinate Service offices, since telephone calls
normally made to them for taxpayer assistance will
be automatically directed to the Centiphone Service
headquarters.

INFORMING AND ASSISTING TAXPAYERS

Extended Office Hours Tried

This year an experiment was conducted to deter-
mine the nature and scope of assistance the public
requires during evening and Saturday hours. If
the results of this experiment indicate that taxpayer
demand for service is substantial during these hours,
arrangements will be made to extend taxpayer as-
sistance service to meet these requirements.

Physical Facilities To Be Improved

Large numbers of taxpayers visiting Service of-
fices during January 1 to April 15 have made it
difficult to provide adequate space and furniture
without incurring a degree of inefficient utilization
during the rest of the year. A study encompassing
the results of a test of furniture designed for tax-
payer convenience but with a multiplicity of uses
has been completed. On a test basis, the furniture
design has proven itself attractive and comfortable
with adequate space allocated to taxpayer assist-
ance activities without incurring nonusage during
low-traffic periods. The furniture design will be
tested further to obtain a broader evaluation of its
applicability under varying conditions and circum-
stances prior to introducing it on a national basis.

Taxpayer Assistor Specialists Provided Year Round

In an effort to bring assistance not only during the
filing period but also year round to taxpayers far
away from Service headquarters, the Service has
placed 448 full-time specially trained assistors in 435
offices. This represents an increase over last year of
84 full-time assistors and 160 more offices, and thus
provides much better service to taxpayers in rural
areas.

In addition, the Service employs specially trained
temporary employees to furnish taxpayer assistance
during filing periods. This not only provides more
assistors at a time when public need is greatest, but it
also frees highly specialized technical personnel to
fulfill their primary enforcement mission.

IMPROVEMENTS MADE IN TAX RETURN FORMS
AND FORM LETTERS

Emphasis has continued on improving the appear-
ance and comprehensibility of tax return forms,
while maintaining the technical accuracy required
by complex tax laws. As in the past, comments and

suggestions from practitioner groups such as the
American Bar Association and the American Insti-
tute of Certified Public Accountants, as well as Serv-
ice employees and the general public, have been
carefully considered in developing and revising
forms. In addition, a private firm was engaged this
year to review some tax return forms and form
letters and to suggest ways of improving their ap-
pearance and design.

In a further effort to improve form letters, a group
of Government experts was asked to examine this
program. As a result of this study, a special section
has been established to review new and revised form
letters to improve their content, tone, and appear-
ance. In connection with this program, nearly 500
new or revised form letters were reviewed during
the year.

To further assist individual tax return filers, the
Service designed tables showing State sales taxes and
gasoline tax rates for inclusion in the instructions
for Form 1040. Also, by combining tax computa-
tion tables, the number of tables in the instructions
for Form 1040 were reduced from five used the
preceding year to three.

Many tax return forms have been designed to en-
able the Service to make the best use of collateral
information in certifying items of income, deductions
and credits shown on returns and to advance proc-
essing of returns for optical scanning. These ad-
vances in processing will also be beneficial to the
public.

Two new forms issued this year are of special
interest:

Form 3646—Income From Controlled Foreign
Corporation. Many meetings with outside organi-
zations were held in the course of the development
of this form to insure that the form would provide
the required information with the least possible
effort on the part of the filer,

Form 4067—U.S. Annual Information Return.
This form was designed for use in summarizing in-
formation from Form 3921—Exercise of 2 Qualified
or Restricted Stock Option, and Form 3922—Trans-
fer of Stock Acquired by Certain Options, and trans-
mitting copies of these forms to the Service.

TECHNICAL INTERPRETATIONS ARE ISSUED TO
TAXPAYERS AND FIELD OFFICES

One of the functions of the National Office is to
issue private letter rulings in response to inquiries




ANNUAL REPORT e CHAPTER ONE

from individuals and organizations on tax conse-
quences of proposed transactions. The National
Office also encourages field offices to request tech-
nical advice where needed in connection with the
application of the tax laws to particular taxpayers.

During the year, 27,672 requests for private
letter rulings and 3,149 requests for technical ad-
vice were answered. These requests are classified
by tax category and subject matter in the table below.

Requests for tax rulings and technical advice processed

Subject Total | Taxpayers' | Field
requasts requests.
................................ 30,821 27,612 3,149
3,512 3,872 |..
9,9% 9,998 [ .
161 73
189 124
4,335 3,210
810 810
o @
nginesring question:

i nllltu nnd'll t taxes. 32 402 130
xempt organizations. 2,708 2,39 37
Jther excise l:us ,rl, gSS }, ;3 U6
ther income tax 3
enslnln trusts 637 439 198

DETERMINATION LETTERS ARE ISSUED ON PEN-
SION PLANS AND TAX EXEMPT ORGANIZATIONS

District directors issue determination letters to
employers on the tax qualification of pension, profit-
sharing, stock bonus, annuity, and bond purchase
plans, and on the status for exemption from tax of
related trusts. Such letters are based on published
principles and precedents which are applied to the
facts in the cases considered.

During fiscal year 1966, 15,515 plans covering
1,143,482 employees, exclusive of self-employed in-
dividuals, were held qualified. Data as to this activ-
ity appear in the following table:

Determination letters issved on employee benefit plans

Profit- | Pensionor | Stock
{tem sharing | snnuity | bonus
plans plans plans

Determination letters issued with 1espect to—
1. Initial qualification of plans:

6,911 8, 590 14
471,819 | 643,347 [ 28,316
150 1021 . ...

554 580 3

629 45 3

In addition to the foregoing, 7,231 plans which in-
clude self-employed individuals, covering 11,526

participants, were held qualified. The details ap-
pear in the following table:

Determinations issued on benefit plans for seli-employed persons

Profit- | Pedsion Bond
ltem sharing | -plans | purchase
plans . plans

Determinations issued with respoct to—
1. Initial quatification of pians:

a. Plans approved.. __

Participating empl

b. Plans disapproved

2,200 4,672 310
3,659 7,523 34
8 44

. of plans. 3 11 3
Cases closed without tssuance of determinations. . 91 269 29

Adverse determinations may be appealed to the
National Office. During the year 62 cases were ap-
pealed, resulting in 34 decided in favor of the tax-
payer, 26 against the taxpayer, and 2 partially in
favor of the taxpayer.

District offices issued 14,330 determination letters
to organizations seeking to establish exemption from
Federal income taxes under provisions of the In-
ternal Revenue Code which authorize a tax-exempt
status for qualifying nonprofit organizations includ-
ing those engaged in charitable, religious, and edu-
cationa] activities. Of the total determination let-
ters issued, 13,445 were letters of approval and 885
of disapproval. In addition, 1,972 cases were
closed without issuance of a determination letter.

WEEKLY BULLETIN INFORMS TAXPAYERS

The Internal Revenue Bulletin is the authoritative
instrument of the Commissioner for announcing
official rulings and procedures of the Service and for
publishing tax legistation and related committce re-
ports, Treasury Decisions, Executive Orders, tax
conventions, court decisions, and other items con-
sidered to be of general interest. The Bulletin is
published-weekly and may be obtained by the public
on a subscription basis from the Superintendent of
Documents, U.S. Government Printing Office.  Its
contents are consolidated semiannually into a per-
manent, indexed Cumulative Bulletin.

Under established standards for publishing rul-
ings involving substantive tax law and internal pro-
cedures affecting the rights or duties of taxpayers,
329 Revenue Rulings and 44 Revenue Procedures
were published in the Bulletin, as follows:

INFORMING AND ASSISTING TAXPAYERS

Revenve Rulings and R. Py d blished
Type Number
Total. 3n
2
Atcohol and tobacco taxes. 57
Employmant taxes. 22

state and gift taxes. 5
xcise taxes - 2
xempt izati

ncome tax
ension trusts. .l
M. tax

The more significant Revenue Rulings and Proce-
dures are summarized on page 94.

During the year, the Bulletin contained announce-
ments of acquiescence or nonacquiescence in ap-
proximately 120 decisions of the Tax Court of the
United States. In addition, 88 announcements of
general interest were published. Twelve listed the
names of organizations, contributions to which arce
no longer deductible under section 170 of the Code;
seven listed disaster areas in which losses qualify for
the special tax treatment under section 165(h) of
the Code; and four announced tax administration
agreements with the States of Arizona, Delaware,
Hawaii, and Vermont. Other significant an-
nouncements of general interest are described on
page 97.

A 1,012-page Index-Digest Supplement, which
may be purchased from the Superintendent of Doc-
uments, U.S. Government Printing Office, includes
finding lists and topically arranged digests of Public
Laws, Treasury Decisions, tax conventions, court
decisions, rulings, and procedures published in the
Cumulative Bulletins for the years 1961 through
1964. Together with similar publications for the
years 1953 through 1956 and 1957 through 1960,
this Supplement is a valuable tax research and refer-
ence aid. A looseleaf Index-Digest Quarterly Sys-
tem provides research assistance on a current basis
for Service personnel.

Alcohol and Tobacco Industries Receive Advance
Notice of Technical Changes

The Service issues industry circulars to the various
segments of the alcohol and tobacco industries so
that they will be currently advised of matters affect-
ing operations and procedures, the Service will re-
ceive the benefit of industry thinking in various op-
erational and procedural areas, and voluntary com-
pliance with laws and regulations will be promoted.

Thirty-five industry circulars were issued during

the year. Twelve of these announced the sub-
stance of revenue rulings and revenue procedures in
advance of publication in the Bulletin, and seven
called attention of the affected industries to the more
significant changes resulting from enactment of the
Excise Tax Reduction Act of 1965 and related regu-
latory changes.  Circulars of particular interest arc
described on page 98.

REGULATIONS ISSUED UNDER THE INTERNAL
REVENUE CODE

The most authoritative means for communicating
and interpreting the tax laws to taxpayers is by regu-
lations issued under the Internal Revenue Code.
Such regulations are written to provide general
guides for the Internal Revenue Service and tax-
payers alike and are binding upon Service personnel.

The usual procedure for issuance of tax regula-
tions is for initial publication of a notice of proposed
rulemaking in the Federal Register. By this means,
interested persons are given a notice of what the in-
tended regulations are, and are given the oppor-
tunity to submit their views by means of written
comments and a public hearing, if they so desire.
After all relevant comments have been considered
and appropriate changes have been made, the pro-
posed regulations are published in’ final form in the
Federal Register by means of a Treasury Decision
which carries the approval of the Secretary of the
Treasury or his delegate.

Occasionally, however, conditions may demand
departures from the usual procedures. In some
cases, for example, it is permissible for regulations
to be published without a notice of proposed rule-
making where a notice would be unnecessary or im-
practical or where the needs of the public are other-
wise better served without such notice. Another
departure is the case of temporary regulations which
are published without a notice of proposed rule-
making in order to provide temporary rules, e.g.,
in situations where taxpayers must make important
decisions almost immediately after the passage of
legislation. These are followed by permanent regu-
lations which are prescribed under the customary
procedures,

Thirty-five final regulations, 7 temporary regu-
lations, and 12 notices of proposed rulemaking, re-
lating to matters other than alcohol and tobacco
taxes, were published in the Federal Register during
the year. These regulations were issued under the

7
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provisions of the Internal Revenue Code of 1954
as amended by subsequent public laws or on the
basis of administrative determinations. v

Six public hearings were held on the provisions
of proposed regulations and were attended by ap-
proximately 225 taxpayers or their representatives.

Seven Treasury Decisions, four notices of pro-
posed rulemaking, and five final regulations were

issued in connection with alcohol and tobacco tax
administration. These were published in the Fed-
eral Register. Three of the Treasury Decisions and
one notice of proposed rulemaking related to the
Excise Tax Reduction Act of 1965. !

Treasury Decisions containing some.cI the more
important final and temporary regulations pub-
lished during the year are listed on pages 93 and 94.

INTERNAL REVENUE
COLLECTIONS, REFUNDS,
AND RETURNS FILED

231-691 O—06——2

Chapter 2

REVENUES JUMP TO NEW RECORD

Gross internal revenue collections rose sharply in
1966 to a total of $128.9 billion. This was an in-
crease of $14.4 billion or approximately 12.6 per-
cent over the prior year. This increase was the third
largest in history, exceeded only by those in 1944
and 1952.

There are three primary reasons for the increase:
The high level of business and personal income;
growth in the number of taxpayers; and changes in
the Federal Insurance Contributions Act (FICA)
tax withholding rate. A slight further increase in

ALL MAJOR TYPES OF COLLECTIONS INCREASED

EXCEPT EXCISE TAXES

TOTALS

1965 1144
1966  128.9

CHANGE 412.6%

27 31

Estata and  Exclse taxes
income Income taxes glft taxes
taxes taxes

CHANGE FROM 1965

+13.4

+14.2 +12.7

R



ANNUAL REPORT ‘¢ CHAPTER TWO

collections resulted from regulations requiring em-
ployers having more than $4,000 monthly in with-
held individual income and FICA taxes to deposit
such funds twice a month instead of once a month.

This became effective in June 1966, with one addi-
tional payment included in collections for the year.

Gross collections by class of tax for 1965 and 1966
are shown in the following table: °

f
Gross internal revenue collections .
(In thousands of dollars. For details ses table 3, p. 121]
Percent of Increase or decresse
Source 1965 1966
callections
Amount Percent
Grand total 1. __ 100.0 | 114,434,634 | 128,879,961 14, 445, 328 12.6
Income taxes, total, 5 79,792,016 92,131,794 12,339,778 15.5
i 23.9 26,131,334 30,834, 243 4,702,909 18.0
Individual, totai. . 4.6 53, 660, 683 61,297,552 7,636, 869 14,2
Withheld by U J 33.2 36, 840, 334 42, 811, 381 5,870,987 16.2
Other 2. 14.3 16, 820, 288 18, 485, 170 1,665, 882 2.9
taxes, total_ 15.7 17,104, 306 20, 256,133 3,151,827 18.4
0fd-age and disability insurance, total. 147 15,846,073 19,005,488 3,159, 415 18.9
Federal insurance i 14.0 14, 815, 855 18,078, 143 3,262,288 22.0
Selt- insurance g 1,030,218 827,345 —102, 873 -10.0
insurance. A 622,499 567,014 55,485 -8.9
Rallroad .- .5 635, 734 683, 631 47,897 .5
Estate and gift taxes._ . 2.4 [T 2,745,532 3,093, 922 348,389 12,7
E;cln ::leg, total 10.4 14,792,719 13,398,112 [ 1,394,667 ~9.4
Alcohol. 3.0 r3,772,634 3,814,378 41,745 L1
Tobacco__ 1.6 2,148,594 2,073,956 —~74,638 =35
Other..... 5.8( r88m,51 7,508,777 | —1,361,774 ~15.3
r Revised. old-age and disabllity insurance tax collections shown is based on estimates made

1 Coltections are adjusted to exclude amounts transferred to the Government of
Guam. For details see table 1, p. 112 and tootnote 5, p. 123,

1 Estimated.—Collections of individua! income tax withheld are not reported sapa-
rately trom old-age snd disability insurance taxes on wages and salaries. Similarly,
collections of individusl income tax not withheld are not reportad uﬁmluly trom
old-age and disability insurance taxes on seli-employment income. The amount of

Income Taxes Produce Bulk of Revenue

Individual income tax, including both amounts
withheld from wages and amounts paid with regular
and estimated income tax returns, continues to ac-
count for about half of total gross tax collections. In

*spite of the reduced tax rates on 1965 income which

were established by the Revenue Act of 1964, there
was a substantial increase of $7.6 billion in 1966
individual income tax payments—a 14-percent in-
crease over 1965. Contributing to this increase was
the larger number of taxpayers (68.6 million in-
dividual returns filed in 1966 versus 65.9 million re-
turns filed in 1965) and a sharp increase in personal
income.

Changes in withholding and payments on income
taxes during 1966 are shown in the following com-
parison with 1965:

by tae Secretary of the Treasury pursuant to the provisions of sec. 201(a) of the Socis)
Security Act as smended, and includes all old-age and disability insurance taxes.
The estimates shown for the 2 classes of individual income taxes were derived by sub-
tuclinndlho old-age and disability insurance tax estimates from the combined totais
reported.

Income tax collections for 1965 and 1966

[Thousands of doliars}

Change
Source 1965 1566
Amount Percent
Individual—Withheld ... _| 36,840,394 1 42,811,381 | 5,970,987 | -+16.2

Individual—Other than

withheld . __ 16,820,288 | 18,486,170 | 1,665,882 +9.9
Total 53,660, 683 | 61,297,552 | 7,636,869 | +14.2
Corporation. -| 26,131,334 | 30,834,243 | +4,702,909 | +18.0

Total, individuat and
corporation.._.._..... 79,792,016 § 92,131,794 (412,339,778 | +15.5

Corporation income tax is the second largest

source of tax revenue. Despite the fact that the cor-

poration surtax was at a higher rate during half of
1965 than in 1966, corporation tax payments in-
creased by $4.7 billion over the period, accounting
for almost one-third of the total increase of $14.4

INTERNAL REVENUE COLLECTIONS, REFUNDS, AND RETURNS FILED

billion in taxes collected. The increase is primarily
attributed to the high level of business activity dur-
ing the year. A modest increase of 82,000 (6 per-
cent) in the number of corporation returns also con-
tributed, as did an increase in corporation estimated
tax payments. The latter change was brought about
largely by a revision in the rate schedule for in-
stallments of corporate estimated tax, bringing cor-
porations more nearly on a pay-as-you-go basis than
had previously been true.

Employment Taxes Rise

Employment taxes experienced the highest per-
centage increase of any class, with an 18.4-percent
rise. Almost all of the increase occurred in the
Federal Insurance Contributions Act (FICA) area,
where there was a $3.3 billion increase. This in-
crease resulted from changes effective January 1,
1966, which raised the maximum annual income on
which the tax is applied from $4,800 to $6,600 and
increased the rate itself from 3.625 to 3.85 percent.
In addition, the new Medicare provision added
another 0.35 percent to the tax. Both rate changes
apply equally to employees and employers. An in-
crease in the total number of employed persons in
1966 over 1965 also caused some of the increase in
FICA taxes collected. :

Excise Tax Collections Are Down

The Annual Report for 1965 pointed out that the
Excise Tax Reduction Act of 1965 (Public Law 89-
44) would substantially affect Federal revenue in
fiscal year 1966. Excise collections of $13.4 billion
were down $1.4 billion from last year, a decrease of
over 9 percent. The reduction in revenue was mod-
crated by the Tax Adjustment Act of 1966 (Public
Law 89-368).

The tax on passenger automobile chassis was re-
duced from 10 to 7 percent by Public Law 8944,
As the next step in the reduction program, the rate
was reduced to 6 percent on January'l, 1966.  Pub-
lic Law 89-368 restored the 7-percent tax rate ef-
fective March 16, 1966. This tax brought in total
revenue of $1.5 billion in 1966 as compared to
$1.9 billion in 1965. Present legislation provides
that the rate will be cut to 2 percent on April 1,
1968, and then to 1 percent on January 1, 1969.

The 10-percent tax on local and toll telephone
calls and teletypewriter services was reduced for a
time, then later restored under Public Law 89-368,
which further provided for a reduction to 1 percent
on April 1, 1968, and repeal January 1, 1969. In
1966 the revenue from this source was $0.9 billion,
compared to $1.1 billion in 1965.

Individual Income Taxes
53.0%

ADMINISTRATIVE BUDGET RECEIPTS
Source of Budget Dollar—1965

Total Receipts 104.7 billion

Corporation Income Taxss 28.7%

Customs  1.7%
Miscellaneous  4.9%
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“Administrative budget receipts” is that part of
the total collections of the Federal Government avail-
able for financing the operations and programs in-
cluded in the annual budget. To arrive at admin-
istrative budget receipts, gross collections of internal

revenue, customs duties, and receipts from miscel-
laneous sources are reduced by transfers to trust fund
accounts, refunds, and interfund transfers. The fol-
lowing table describes the source of gross collections,
deductions, and administrative budget rccelpts

Gross collecti ded, dmini budget receipts
['n thousands of dollars]
Gross Trust fund Interfund  |Administrative
Source collsctions transfers Refunds transactions budget
receipts
Individual income taxes:
Withheld. 42,811, 381
thet. . 18,486,170
tal 61,297,552 5,851,884 55, 445, 707
income taxes 30,834,243 761,215 30,073,028
Excise taxes
Hi hway trust funds. 4, 069, 390 3,949,458 119,931
IR 9,328,722 216,638 |221ITIIITIT 9,112,084
Total, 13,398, 112 3,949, 458 336, 569 9,112,084
Emplnymonl taxes:
0id-age and disability [asurance. 19,005, 488 18, 777 813 222,875 -
firozd 83,631 173
insurance. 567,014 56] lZB 5,586
Total, 20,256,133 | 20,022, 699 233,434
Estate and gift taxes 3,093,922 27,605 3
Total internal revenue. 128,879, %61 23,972,157 7,210,667 97,697,137
Adlumd to conform with “Statement of Receipts and £xpenditures of the U.S, Government™. __ _| ~37,430 —33,333 =321 —886
Adjusted total internal revenue. 128, 342,531 23,938, 824 7,207,456 97, 696, 251
custn ms. 1,811,170 44,627 o el 1,766, 543
receipts. 5,787,338 285 628, 747 5,168, 305
Total. 136, 451,039 23,938,824 7,252,36% 628,747 { 1104,631,09
1 Preliminary,

REFUNDS INCREASE

The total amount of refunds paid, including inter-
est, was $7.3 billion. This is about the same amount
as was refunded in 1964 but $1.2 billion more than
in 1965, a 21-percent increase.

The number of individual income tax refunds (in-
cluding employment taxes) increased 13.5 percent
during the year, from 38 to 44 million. This re-
versed the 1965 drop which had resulted from
underwithholding of taxes in the last several months
of calendar year 1964.

Corporation income tax refunds declined slightly
in number, but increased $§90.8 million or 13.5 per-

cent in principal amount. At the same time, inter-
est on corporation refunds increased by more than
$25 million to $69.8 million. This comprised 67.1
percent of all interest paid in 1966 with the cor-
porate increase amounting to 95.4 percent of the
total increase. The large increase was caused by
some very large interest payments on corporation
income tax refunds during the year.

Lxcise tax refunds totaled $338 million, an in-
crease of $114 million. Of the increase 74.1 percent
is in manufacturers’ and retailers’ excise- tax cate-
gories. Refunds by class of tax are shown for 1965
and 1966 in the following table:

INTERNAL REVENUE COLLECTIONS, REFUNDS, AND RETURNS FILED

Interna! revenve refunds, including interast
[For retunds by region and district. soe table 5, p. 125]

Amount retunded Amount of
. Number (principal and interast— interest included
Type of tax thousand dollars) (thousand dallars)
1965 1566 1865 1966 1965 1966
Total tefunds of internal revenue 13____._ . ___ ... ... 39,918, 251 45, 106, 265 6, 068, 596 7,314,599 nas 103,931
8 taxes. __ 122,376 117,252 714,879 830,953 44,490 69, 782
Indfvlmul lnwmu lnd taxes, total 2 eeeu| 38,440,692 43,647,266 §,097,226 6,115,148 28,728 29,869
Excessive prapayment incoms tax . 37,345,272 42,436,224 4, 865, 851 5, 858,028 10,870 11,598
Other income tax and old-age and disability insurancs o 1, 049, 652 1,178,131 223,435 , 251,131 17,676 18,042
Railroad 195 308 189 176 9 3
INSUTANES . - - o eee o v neem e 45,513 32,603 7,751 5,813 172 221
6,813 7,326 30,962 29,336 3,309 3,104
79 91 1,941 1,477 226
1,345,519 1,333,630 223,587 337,591 666 102
Alcohol hxl!s ‘ 12,085 8,7m 83,796 94,427 4 7
Tobaceo ta 1,039 831 6,728 7,586 (&) 1
Mnnuhcluvers ‘and refailers” excise taxes, tatal___JJ27 1T 1,312,262 1,277,602 126,483 210,889 305 17
Gasoline used on farms . 1,218,717 1,239,717 101,071 98,108
Gasoline, 28,21t 5 242 , 428 21,470
Gther. 4,274 2,643 2,964 91,323 305 178
Al other axcise taxes ¢. 20,233 45,420 6,601 24,679 357 8%

3 Includes refunds *‘not otherwise :l:sslhed"'

1 Figures have not been reduced to reflect reimbursements from the Federal Old- %s
4 Includes drswbacks and stamps redem)

and Survivors and Federal Disabilit Insunm:e Trust Funds amounting to $227,675,
in 1966 and $191,650,000 in 1965; from the Highway Trust Fund amounting
$118,772,000 in 1966 and $123,498, 000 m 1965 and mn\ the Unemployment Trust u
lmuunlmf 1o $5,000,000 in 1966 and $7,609,000 in

199,082 undeliverable checks’ tnmmz 818245 000 in 1966 and 53,817 undo~
liverable checks totaling $4,165,000 in

excise tax refunds.
* Less than 3500,

4 Includes narcotics, silver, wagering (ncm -nd stamps), capital stock, and other
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RECORD NUMBER OF RETURNS FILED

A total of 104 million tax returns of all types was
filed in 1966. Thisis an increase of 1.6 million over

ALL MAJOR TYPES OF RETURNS INCREASED EXCEPT
PARTNERSHIP AND EXCISE

MILLIONS OF
RETURNS

1965 102.5
1966 104.1
CHANGE +1.5%

« =
=

223 22.4

Individual i Exciso and

and of eatimated all other
fiduciary tax
@ CHANGE FROM 1965
. +5.8
.1
= +2.6
+0.8
~—15
—33.9
|
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the number filed last year and reflects both the con-
tinuing growth in population and the expanding

= economy. Returns filed in 1965 and 1966 are com-

pared in the following table by type of return.

Number of retums filed, by principal type oi:.rﬂurn

[Figure in thousands. For details, see table 6, p.’l‘zs[

Type of return 1965 1966

Grand total.. ... \r02,492 | 104,078

Incame tax, total, 76,113 78,111

Individual and fiduciary, total..._._._....__..._......_ 66,965 69,724

individual-citizens and resident aliens, total 65,932 68,632

Forms 1040, 48,158 50,054

Forms 1040A", 17,714 18,5718

All other individual and fiduciary. r1,032 1,092

Dectarations of estimated tax, total ......___...___..._ 6,197 6,35

Individual . 6,166 6,328

i 3t 27

17 S 7 962

Carporation. — 1,420 1,502

Qther. .ol ¥ 555 567

(ax, totai, 22,266 22,446

Form 9‘1 15,483 15,632

Form 9 r4,599 4,517

: rloym Form 943 (lzm:ullunl lmglnyees). €51 634

gilraad retirement, Forms CT-1, CT- 2 21

insurance, Form 940 1,510 1,582

Estalstax___. 94 103
Gift tax 122

Excise tax, tota!. 3,898 2,284

QOccupstional tax.. 1,262 ,003

Fnrm 710 (retailers, 2,289 973

Aleol 23 2

I

Highway use tax
Other - 1 e 5

¥ Revised.

Taxpayers’' Requests for Filing Extensions

More than one-half million taxpayers requested
extension of the deadline for filing individual income
tax returns. The Service weighed these requests
carefully, approving 57 percent of the requests re-
ceived. These extensions do not relieve taxpayers
of any interest charges they may incur by late

payment.

AUTOMATIC
DATA
PROCESSING

Chapter 3

ADP TO BE COMPLETELY OPERATIONAL
JANUARY 1, 1967

The Service’s integrated automatic data process-
ing (ADP) system, already operational nationwide
for high-volume business tax returns, will become
operational nationwide for individual tax returns
on January 1, 1967. Thus, the basic plan becomes
an operating reality on schedule, just 5 years after
testing began in a pilot installation in the Southeast
Region in 1962.

Meeting this schedule was made possible by the
successful introduction of the Southwest, Central
(except Michigan), and Western (except Cali-
fornia) Regions into the individual master file opera-
tion in 1966. Remaining to be phased into the
program are the Midwest and North-Atlantic
Regions, and the States of Michigan and California,
which will be brought under the system next
January.

MASTER FILES CONTINUE TO GROW

Operations in 1966 brought about tremendous
increases in the number of accounts in both the busi-
ness master file (BMF) and the individual master
file (IMF). The BMF went from 5 million ac-
counts at the close of 1965 to 5.7 million at the close
of 1966. The introduction of additional offices into
individual return processing increased the IMF ac-
counts from 17.8 to 36.9 million. Over 19.3 million
of the 26.8 million business returns received during
1966, and over 35.6 million of the 76.1 million in-
dividual income tax returns and declarations of es-
timated tax received during the same period were
posted to these accounts in 1966.

EMPLOYEE REDEPLOYMENT HANDLED
SMOOTHLY

The reduction in the number of positions in dis-
trict offices resulting from implementation of the
ADP program presents a real challenge to the Serv-
ice. However, with the advice and assistance of the
Civil Service Commission, considerable success has
been achieved in the redeployment program. Mr.
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John Macy, Chairman of the CSC, has stated that
the IRS “has done an exemplary job of minimizing
the impact on employees in its extensive ADP con-
version program.” Permanent staffing in the dis-
trict office returns processing function was reduced
from approximately 12,000 in 1960 to 4,300 in June
1966, a net reduction of some 7,700 positions. This
has been accomplished without once resorting to in-
voluntary separation or transfer.  All placements
were on a voluntary basis, and the majority were
made within the employees’ own district offices.
Present plans call for about 1,800 employees to re-
main at the end of conversion.

IRS DATA CENTER NOW OPERATIONAL

Operations in the new IRS Data Center at
Detroit, Mich., began as planned on January 1,
1966. The Center, located in interim space pending
construction of a new building, is relieving service
centers of all data processing activity not directly
related to the ADP master file. This facility will be
completely. operational by January 1, 1967, at the
same time the basic ADP plan is fully implemented.

THE ADP SYSTEM IMPROVES TAX
ADMINISTRATION

ADP Identifies Nonfilers

Under ADP, delinquency checks are performed
by comparing recorded returns filed against the filing
requirement in each taxpayer’s account in the master
file. For businesses, the system is little more produc-
tive than the manual procedure previously em-
ployed; however, computer checking has proven to
be faster, easier, and somewhat more comprehensive.
Results are shown below for the BMF check in 1966,
when all seven regions were included, compared to
1965, when only four regions had been under the
BMF for sufficient time to permit this check:

1965 1966
Number of notices of nonreceipt
issued. ... PSR 1,011, 366 1,981,872
Number of delinquent return
investigation notices issued - .. 583, 749 1,055, 723
Number of delinquent returns
secured oo oo 396,915 777,624

Dollar value of returns secured.  $83, 289, 000 3171, 077, 000

Full-scale delinquency checking of individual re-
turns was not feasible prior to ADP, and the full
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potential of the system for detecting failures on the
part of individuals to file will not be realized until
the system is fully installed. A delinquency check
by computer process, however, was méade in the
Southeast Region in 1965. Surprisingly, the
delinquency checking process, normally designed to
collect past-due taxes, has uncovered thousands of
cases in which taxpayers, in failing to file required
returns, have been depriving themselves of millions
of dollars in refunds.

Results to date show that over 9,000 delinquent
returns were secured. The total tax shown on these
returns was $2.6 million, of which $2.4 million were
prepaid through payments of estimated tax and
withholding of income tax at the source on wages.
Additional revenue amounting to $0.6 million was
due on these returns, as were refunds of $0.4 million.
These results were brought about by notices mailed
to individuals from whom income tax returns were
not received. Cases of nonfiling for which there was
no taxpayer response are being acted on by enforce-
ment personnel. :

ADP Performs Extended Verification of Data on
Returns

The ultimate capability of the ADP system will
permit verification of the mathematical accuracy of
all returns as well as verification of estimated tax
credits claimed by individual and corporate tax-
payers on their returns. In 1966, all of the high-
volume business returns filed by the Nation’s tax-
payers were subject to the verification processes.
Mathematical verification by computer was also ap-
plied to returns filed by individuals in the five regions
having all or part of such returns processed under the
ADP system, including a more comprehensive
verification of Form 1040 performed under ADP.
Verification of all estimated tax credits claimed by
individuals, which could be done only on a limited
basis under manual processing, was performed by
ADP in the Southeast and Mid-Atlantic Regions. It
is estimated that ADP mathematical verification,
including verification of estimated tax credits,
yielded about $19.1 million which would not have
been produced save for the more extensive process-
ing performed by the new system. The verification
also resulted in the assessment of $1.2 million as
penalty for the failure of taxpayers to make sufficient
estimated tax payments.

AUTOMATIC DATA PROCESSING

Computers Check on Qutstanding Accounts Before
Refunding

The ADP s;stem has been effective in identifying
unpaid accounts prior to refunding overpayments to
taxpayers. In fiscal year 1966, overpayments num-
bering 291,863 and amounting to $58.7 million were
offset against tax liabilities for the same taxpayers.
At present, the offset procedure is employed for all
the Nation’s BMF returns, and for all individual in-
come tax returns on the IMF. All individual re-
turns will be subject to the ADP offset procedure in
1967.

In addition, the offset procedures will be expanded
nationwide in 1967 to cover non-master file ac-
counts which went into a delinquent status. In
tests in the Southeast and Mid-Atlantic Regions this
year 87,516 IMF accounts were flagged to note
the existence of a non-ADP delinquent account. As
a result, offsets against ADP refunds were made
automatically in 21,367 cases and revenue totaling
$1,397,070 was realized. Many of these cases had
previously been classified as uncollectible.

ADP Stops Duplicate Refunds

Another problem that has plagued the Service
since the inception of the withholding system is the
fact that a large number of taxpayers, most of théem
with honest intention, file more than one refundable
income tax return in the same filing season. One
of the most common reasons for this is that many
taxpayers who have had more than one employment
during the year make the mistake of filing a separate
return for each withholding statement they receive.
This frequently gives the taxpayer a lesser total tax
liability than he should have. Under the old sys-
tem these duplicate filings were detected by manual
methods, long after the refunds had been issued, and
recovery action was difficult and expensive. The
ADP system permits identification of duplications
before the refund checks are issued. This system
resulted in over $6 million in additional revenue in
calendar year 1965 in the two regions using ADP
procedures for processing individual returns.

Matching of Information Documents With Returns
Progresses

Testing has continued on the optimum use of
information documents received each vear from in-
dividual taxpayers and from savings institutions,
businesses, and employers reporting payments of

interest, dividends, wages, etc., to investors and wage
earners.

A test conducted in the Southeast Region covering
tax year 1963 demonstrates that more extensive use
of these documents will result in substantial addi-
tional revenue. The test revealed 1,699 apparent
nonfilers and 1,513 apparent underreporters of in-
come with additional taxes and penalties assessed
amounting to $150,000 and $193,000, respectively.
In addition, 372 delinquent returns were secured
covering 1962 and prior taxable years with aggregate
tax liabilities of $72,000. Six substantial fraud cases
were uncovered, three currently being investigated,
and three whose additional taxes, penaltes, and in-
terest are expected to exceed $132,000.

The current test, for tax year 1964, encompassed
the Mid-Atlantic Region as well as Southeast.
Preliminary results show that over 11,000 delin-
quent returns were secured with net tax plus penalty
and interest due of $478,000.

ADP Looks at All Returns in Making Selection for
Audit

ADP provides a systematic and rapid means for
screening tax returns to select those most likely to
contain tax error. For this purpose audit selection
criteria are programed into the computers at the
service centers and the National Computer Center.
The computers are also programed to pass over the

“returns of -taxpayers where seemingly questionable

issues have been examined for the immediately pre-
ceding year and found to be acceptable. This
means that generally a taxpayer will not be con-
tacted from year to year for the same reason, a con-
sideration of no small consequence in reducing an-
noyance to the public. It means also that audit
can be extended to cover other taxpayers whose
returns may not have been selected for audit be-
cause of manpower limitations.

Direct Filing With Service Centers Proves Popular

The option of filing returns claiming refunds di-
rect with the service center, which was received
enthusiastically by taxpayers in the Southeast Re-
gion in 1965, was extended to individuals in the
Mid-Atlantic Region in 1966. In the Southeast
Region, 82.3 percent of overpayment returns, and
80.7 percent of those in the Mid-Atlantic Region
were sent by taxpayers directly to the service centers.
This eliminated the need for sorting, packaging, and
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Artist’s rendition of the main portion of the Service Center Automatic Mail Proc-
essor. The candling machine is not shown in this view.

INPUT FEED AND CULLING SECTION.
Mail which has been removed from tied
bundles is placed in the automatic feed.
As the envelopes leave the input feed at
a rate of 500 per minute, they are photo-
electrically scanned to see if they are of
the IRS size which can be automatically
sorted. Those varying from this size are

LETTER OPENER. Letters are lifted vertically to a common height where high

speed milling kntives trim off the top of the envelope.

This system avoids cutting

the contents of the envelope, often a problem under other systems.

SORTING OPERATION. The edges of
envelopes are coded to enable automatic
sorting. The code is scanned photo-
electrically, and the number processed

culled out for manual processing. under each code is automatically tallied.

A total of 128 different codes can be
handled on this processor. Processing
is controlled through the operating con-
sole shown in the picture.

CANDLING MACHINE. A final check is
made by this machine to insure that all
returns, checks, or other documents
have been removed from envelopes.
Each “empty" envelope is tested for mul-
tiple thicknesses of paper or unusual
dark areas by transmitting a light
through the envelope. Any envelope
not passing the tests is set aside for a
final manual inspection.

R . et e e T e . R a e e e .-
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shipping returns from the district offices to the serv-
ice centers. The resulting savings to the Govern-
ment are estimated at $50,000 for 1965, and
$113,000 for 1966. The option is being extended to
taxpayers in the Central, Southwest, and Western
Regions, except for those residing in California, in
1967.

ADP Brings About Increase in Voluntary
Compliance

Because of the difficulty of determining motiva-
tion, no accurate measurement can be made of the
amount of revenue realized from taxpayers who have
filed delinquent or amended returns because of a
fear of being caught through ADP.  There are good
reasons to believe, however, that many millions of
dollars in previously unreported taxes are being
voluntarily tendered. Since January 1, 1962, ap-
proximately $6 million in previously unreported
taxes have been realized from taxpayers who have
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spegifically indicated that they were filing delin-
quent or amended returns because of fear of detec-
tion by the ADP system. 4

Innovations Provide Further Benefits-

Some of the more important operational improve-
ments developed in the ADP area this year, de-
scribed more fully in Chapter 9, Management Ac-
tivities, include: (1) Installation and testing of an
automated mail sorting machine at the Southeast
Service Center (see illustrations on p. 18 and 19
and detailed description in Ch. 9, Management Ac-
tivities, p. 63); (2) development of a pilot system
for optical character recognition; (3) installation
of a magnetic tape rehabilitation ‘process at the
National Computer Center; (4) testing of a pilot
project for using information return data furnished
by payers on magnetic tape in lieu of paper docu-
ments; and (5) expansion of the use of pread-
dressed mailing labels on income tax returns.

ENFORCEMENT
ACTIVITIES

Chapter 4

INTRODUCTION

Through its enforcement activities the Service
seeks not only to detect those individuals who will-
fully attempt to evade their tax obligations, but also
to identify persons who have unintentionally erred
in determining their tax, whether in their own favor
or in favor of the Government. The self-assessment
system on which our tax system is based requires that
taxpayers have confidence that cach individual is
paying his taxes as prescribed by law; the Service
spends a considerable portion of its total budget to
make this confidence a reality. Enforcement activ-
ities include mathematical verification of returns,
selection and examination of returns, investigation
of tax fraud, the securing of past-due returns and
collection of delinquent accounts, and provision for
appeals and legislative services allied to these activi-
ties. They also include enforcement of the laws re-
lating to alcohol and tobacco taxes and firearms.

YIELD FROM MATHEMATICAL VERIFICATION
INCREASES

The Service verified and corrected arithmetic
operations on nearly 61 million Form 1040 and
1040A returns this year, a decrease of about 2
million from 1965. The first major benefit of
mathematical verification is an intangible quality
of fair-share tax administration for all taxpayers, but
certainly not far behind is the very tangible net yield
in tax revenue through disclosure of taxpayer errors.
Taxpayers file returns with errors predominantly in
their own favor (about 14 to 1). Moreover, aver-
age errors in favor of the taxpayer are about 1V
times as large ($91 to $58) as those in favor of the
Government. Therefore, while either the taxpayer
or the Government may benefit from any single
mathematical verification, total corrections result-
ing from the process significantly increase Federal
revenue.

Last year, net yield from verification, which is
the difference between the sums of these two kinds
of error, was diminished due to widespread mis-
understanding of tax tables and instructions by
1040A taxpayers. Their most common error was
to select a tax table which called for more tax than
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they rightfully owed. As a result, these “decrease”
errors overbalanced those producing net gain to the
Government—the reverse of normal events.
Through revisions in tax tables and instructions and
through taxpayer education, that abnormality has
been corrected in 1966. Net yield from mathemat-

e CHAPTER FOUR

ical verification this year was $104.3 million. Total
net yield has increased steadily with the growth in
returns filed and the implementation of ADP, .in-
creasing $4.4 million in 1966 alone. The results
of the mathematical verification program-are shown
in the table below: <

Individual income tax returns mathematically verified

Total Form 1040 Form 10404
Item
1965 1966 1985 1966 1865 1966
Number. thousands. _ 62,879 60,721 47,174 44,211 15,705 16,510
Number of returns on which changes were made. 3,856 3,461 2,412 2,405 1,444 1,056
Returns with increase:  *
thousands __ 1,980 2,050 1,456 1,45 S24 594
Amount... thousand doliars. _ 184, 086 185, 244 149,809 143,692 “,2n 44,552
Returns with decreass:
Numb thousands._ 1,876 1,411 956 949 920 462
Net Alnﬂun(. ----thousand dollars. _ 94,194 81,954 61,138 60, 387 33,056 21,567
et yield:
......... do_.._ 99, 892 104, 289 88,671 81,305 13,221 22,984
Average per return verified dollars. 1.59 L2 1.88 1.84 0.7 1,39

AUDIT PROGRAM SUCCESSFUL IN DETECTING
ERRORS

Sefection of Returns Is Starting Point

The starting point for a successful audit program
is the careful classification and selection of returns
for examination. The basic objective in classifica-
tion and selection is identification of those returns
which are most in need of examination. Consider-
able effort has been expended to determine those
characteristics of returns which indicate a probable
error in reporting some aspect of income or deduc-
tions. Selection criteria are continuously evaluated
and updated to gain the benefit of the most recent
Service experience.

Prior to thé introduction of ADP, the classification
and selection of returns was done manually. When
returns processing by ADP was implemented, it was
determined that a certain amount of this work could
be done by the computer, using criteria similar to
those used in the manual process but designed
specifically to make use of the capabilities of the
computer. The system has gradually been improved
and extended. Five of the seven regions are now
operational under this system, with three regions
added this year and the remaining two regions to be
brought under the system next year. Manual
screening is required even after the computer selec-
tion, but computer identification has nevertheless
greatly reduced technical personnel time required in
selecting returns for audit.

Using both the manual and ADP systems, 18.2
million income, estate, and gift tax returns were
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classified in-1966, in comparison with the 71.4 mil-
lion such returns filed. Of this number, 2.9 million
were selected for examination.

Number of Examinations Holds Steady

Returns selected for audit are examined either by
office audit techniques which usually are limited to
correspondence and office interview, or by field audit
techniques, normally requiring a visit to the tax-
payer’s place of business.

As planned, the total number of returns examined
this year was approximately the same as last year—
3.5 million. Within the examination program,
planned shifts toward the examination of more com-
plex returns are in progress. The emphasis reported
last year on quality audit of returns was continued
this year, as was the assignment of teams of ex-
perienced revenue agents, rather than individual
agents, to the audit of returns of large, complex
corporations.

The Service has undertaken a concerted effort to

place its audit workload on a more current basis, and
substantial progress has been made. This, of course,
reduces the number of instances where it becomes
necessary to extend the statute of limitations to com-
plete the examinations.
. Of the 3.5 million returns examined, 1.9 million
resulted in deficiency recommendations, of which
1.8 million {96 percent) were agreed to by the tax-
payers. Some examinations disclosed an overstate-
ment of tax liability and the examiner recommended
a refund. The number of tax returns examined by
type of return follows:

ENFORCEMENT ACTIVITIES

Number of tax retums examined

[Figures in thousands]

Total Field audit Office audit
Type of return

1965 1966 [ 1965 [ 1966 | 1965 | 1966

Grand total__ 3,472) 3,480 ( 756 | 767 2,716 | 2,713

3,268 | 3,273 | 584 | 590 2,684 | 2,683

income tax, total

Corporation. 164 168 | 162 | 166 2 2
Individual an 3,092 3,092 410 411 | 2,682 | 2881
Exempt organization. 12 13 12 13 [0] [C]

Estate and gift tax 35 38 2 35 3 3
Excise and impluymenl tax. 169 169 | 140 142 29 26

1 Less than 500.

Additional Tax Recommended Reaches New High

For the fourth consecutive year, additional taxes
and penalties recommended for returns examined

has risen substantially. For example, the total
amount recommended exceeded $2 billion for the
first time in 1963; in 1966 the trend continued and
for the first time the $3 billion mark has been
exceeded.

Additional taxes and penalties recommended in-
creased in almost every tax areca. Recommendations
resulting from the examination of corporation re-
turns were 24 percent higher than in 1965, while
recommendations in estate tax cases incrcased 33
percent from last year. There was a slight decline of
1 percent from last year’s recommendations in the
individual and fiduciary area. This was attributable
in part to the Tax Reduction Act of 1964.

Average additional tax and penalties recom-
mended per return examined by field audit increased

NUMBER OF TAX RETURNS EXAMINED AND ADDITIONAL TAX AND PENALTIES RECOMMENDED
TOTAL EXAMINATIONS AND AMOUNT RECOMMENDED INCREASED
3,092 3,092
1,569
1,267
1,063 § g50
319 416
176 182 35 38 169 169 ; 79 19
Total lndl\:}:ull Corp.a'::ﬁcn 'E.;h'tle" E::iu Iltdi:lduul Ccrp.onr;tlon .E‘;h‘tln" E::‘du
fiduclary exsmpt employment - fiduclary exempt employment
organization organization
% CHANGE FROM 1865
+30.4
+23.8
+15.0
+4-8.6
402  MNone +2.8 None None
-1z
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to $3,777, which is 15 percent above the $3,288
average recorded in 1965.

Exempt Organization Examinations Continued

The Service continued its program to detect and
prevent tax abuses in the tax exempt organization
area by examining 13,331 returns from such or-
ganizations during the year, an increase of ahotxt
7.5 percent over the 12,406 returns examined in
1965. As a result of these examinations and returns
of related taxpayers, approximately $37.7 millicn of
additional taxes and penalties were recommended.
Examining officers recommended revocation of the
tax exempt status of 232 organizations.

To assure continued quality audits in this
specialized area, guidelines for examination were
issued to field personnel, and special classroom train-
ing sessions and field conferences were held. The
Exempt Organization Master File, set up in previ-
ous years utilizing data processing techniques, was
expanded to include records pertaining to trusts
established under pension plans.

Claims for Refund

Claims for refund closed by district audit divisions
totaled 433,507 in 1966 and involved $512.6 mil-
lion. Of the total $214.4 million was aliowed and
the remainder, or $298.3 million was disallowed.
Taxpayers’ claims in the amount of $95.9 million
were unagreed and forwarded to appellate divisions
for further action.

Individual (including fiduciary) and corporation
claims represented 82.2 and 7.7 percent, respec-
tively, of the total number of claims submitted.
However, corporation claims accounted for 53.4 per-
cent of total dollars claimed for refund, while in-
dividual and fiduciary accounted for only 26.0 per-
cent of the total.

The number of excise tax claims increased 84.2
percent over 1965 and the dollar amount claimed
increased 91.5 percent.. The Excise Tax Reduction
Act of 1965, which provided for fioor stock and con-
sumer refunds, was responsible for a substantial por-
tion of the increase.

The following table shows a detailed comparison
by type of tax of the number of claims and amounts
involved during the past 2 years:

Claims for refund disposed of by district audit divisions, fiscal yeans 1965 and 1966

Closed by sudit divisions

Amaunt (thousand doliars)
Class of tax . Number
Claimed by taxpayer Allowed Disallowed

1965 1966 . 1965 1956 1965 1966 1965 1966
Total 388,133 | 433,507 | 392,100 | 512,631 | 192,132 | 214,368 | 199,967 298, 265

325,987 | 358,360 | 134,024 | 145,209 93,080 | 104,49 40, 1
&1&9:‘5&?&"3&. 28,933 32,28 | 215,505 , 709 , 880 B0z} 1362 13 &7

Estate_ 1,760 1,53 18,352 509 3 58; 7,651 10748 7
Gift.._” 9 8 s

18,836 80, 32 6,108 23,651 12,721 3
Ers }2 gg ﬂ gg , 37 2,052 2,235 791 1,483

Protested—transferred to sppellate divisions
Amount (thousand dollars)
Numb: Recommended by audit divisions
Class of tax moer Claimed by taxpayer
Allowed Disallowed

’ 1965 1966 1965 1966 1965 1966 1965 1966
Total.eecaneee ! 5,02t 5,503 91,990 95,89 7,180 4,781 84,810 91,114
i ¢ 2,563 10, 668 12,308 905 802 9,763 11,506
o acams T Poel aest| wierl oeds|  oame| e e
Estate I ‘ 137 130 4,678 ) 630 78 330 4,602 . 300

it DT 34 53 1,277 it 2 3 s N
Excise, 75 788 25,064 | - 3,937 29 [} 138 3
383 391 572 502 16 )t

2
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Overassessments Are Disclosed Through Audit

At all stages of the audit operation, field examiners
look for indications that taxpayers have overstated
their tax Habilities. In 1966, examination of re-
turns disclosed overassessements amounting to
$154.5 million. This excludes the amounts deter-
mined to be allowable on the basis of claims for
refund. The following table refiects the amount of
overassessment recommended by ‘type of tax:

taxpayer. [If agreement is not reached at the con-
ferénce, other established avenues of appeal remain
open to the taxpayer. v

District conference activity for the year is set forth
in the table below:

District conference case warkload

tem Field audit Oftice audit Totat
Cases pending July 1. 6,796 3,328 10,124
Cases received.. ... 24,932 17,449 42,381
Conterences completed
Agreed 12,788 12,443 25,231
Unagreed. 8,922 4,870 1371
Cases pending 10,018 3,454 13,482

O of tax excl of claims for refund
Amount
{thousand doliars)
Type of tax-
1865 1966
Total 144,577 154, 548
Individual and fiduciary income..___..___.__..... 47,052 43,719
Carporation income 84,133 89,093
Estate. 11,145 11,478
Gift. 4 832
Excise. 1,221 4,049
422 kY

FORMAL APPEALS SYSTEM PROVIDED FOR
TAXPAYERS

Taxpayer Has Opportunity for an Independent Ad-
ministrative Review

The appeals procedure of the Service provides a
-taxpayer who disagrees with a proposed adjustment
to his tax liability with a means of obtaining a prompt
and independent administrative review of his case.

The appeals function is decentralized and operates
at two organizational levels, the district and the
region. Jurisdiction at both the district and regional
levels extends to disagreements involving overassess-
ments as well as deficiencies and to all internal reve-
nue taxes except alcohol, tobacco, firearms, narcotics,
and wagering taxes.

District Conferences Give Taxpayer Early Hearing

After examination has been completed, the tax-
payer may or may not agree with the findings
reached by the examining officer. If he does not
agree, he may request a hearing at a district office.
The fundamental purpose of this district conference
is to effect the early disposition of contested cases
on a basis which reflects a fair and impartial admin-
istration of the revenue laws. Under conference pro-

0 . . L.
s cedures put into effect in 1965, the examining officer

#prepares a full report for study by a review staff prior
7o the issuance of the conference invitation to the

231-691 0—66——3

Taxpayer Has Other Options Available

If an agreement is not reached at the district
level, the taxpayer may request that his case be con-
sidered by the appellate division of the regional
office. In the event an agreement is not reached
on an income, estate, or gift tax case at the appellate
division level, the taxpayer may file an appeal with
the Tax Court of the United States. Even after
a case has been docketed in the Tax Court, confer-
ence opportunities are available in the appellate
division.

A taxpayer who does not reach an agreement
cither at the district audit or the regional appellate
level and prefers to avoid litigating his case before
the Tax Court has other choices. These can be
exercised by paying the deficiency and within 2
years from the date of payment filing a claim for
refund of the amount in dispute. “When the claim
is disallowed by the Service, or 6 months after the
the claim is filed, he can file suit in either a U.S. dis-
trict court or the U.S. Court of Claims.

Workload Highlights

Receipts of income, estate, and gift tax cases
from audit divisions increased a nominal 4 percent
from 1965. However, case disposals were 20 per-
cent higher reflecting more effective use of man-
power as well as some staffing increase. Although
the number of cases on hand on June 30, 1966, was
7 percent above a year ago, the inventory con-
tinues to be in a current condition.

Greater Number of Pre-90-Day Cases Processed

H a taxpayer disagrees with a proposed deter-
mination of tax liability in a preliminary notice,
commonly referred to as a 30-day letter, he may
file a protest and request a conference.  If no agree-
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APPEALS—(INCOME, ESTATE, AND GIFT TAX CASES) METHOD OF DISPOSAL

*

BEFORE ISSUANCE OF
STATUTORY NOTICE

21,475

TOTAL
1965 25,127
1966 30,144
Change -+-20.09%

PETITIONED TO YAX COURT

STATUTORY NOTICE
OUTSTANDING i

835 788 726
us O e
: 8 BT E
Unagreed Agreed Defaulted Dismissed Tried on
over asscssment or merits
and claims defaulted
rejection
51 @ CHANGE FROM 1965
-+16.1
12.6
4108 -
+4.6
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ment is reached at the district level he may request
the case be transferred to an appellate division office.
These cases are referred to by appellate divisions as
pre-90-day cases. The appellate division’s activ-
ities during 1965 and 1966 in the processing of these
cases is summarized below. (For additional infor-
mation, see table 15, p. 133.)

Pre-90-day cases

[Appeals prior to issuance of statutory nolice]

Number of cases

Status

1965 1866
Pending July 1__ 15,531 20,085
Received. .. 26,301 27,652
Disposed of, total. 21,737 26,278
17,161 21,475
Un 2gre and claim rejections. 499 552
By |ssuancu of statutory nnllces—unnsfened to 90-4 day
4,077 4,251
Pending June 30. 20,095 21,489
TOTAL PRE-90-DAY CASE DISPOSALS
(INCOME, ESTATE, AND GIFT TAXES)
RISING TREND N CASES CLOSED BY
AGREEMENT AND TOTAL DISPOSALS
26.3

The number of pre-90-day case disposals in 1966
was 21 percent greater than in 1965. For the fifth
consecutive year, the percentage closed by agree-
ment rose. During 1966, 82 percent of pre-90-day
case disposals were by agreement.

Case Disposais by Petition Relatively Low

If a taxpayer does not accept the district di-
rector’s proposed determination, or if he files a
protest but does not settle his case at the appellate
level during the pre-90-day consideration, a stat-
utory notice of deficiency is issued. Such a notice
is commonly referred to as a 90-day letter, because
the taxpayer is allowed 90 days from the date of the
letter to petition the Tax Court of the United States.
A case which is pending in the appellate division
during this period is called a 90-day case. The fol-
lowing table shows the results of processing these
cases in the appellate division. (For additional in-
formation, see table 16, p. 133.)

196
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% PERCENTAGE OF DISPOSALS BY AGREEMENT HAS
RISEN STEADILY OVER THE PAST 5 YEARS

1966

1962

1964 1965

1966

90-day cases
[Statutory notices issued)
Number of cases
Status
1965 1866
Pending July 1 1,330 1,299
Received, total 4378 4,43
Statutory notices issued by appeliate divisions!...____.. 3,9 4,101
Statutory noticesissued by district directars and fecuived
during 90-day poriod. .. ... eeuee o cerieiieanae, 457 2
Disposed of, fotal 4,489 4,45
835 758
By taxpayer default. 1,184 1,125
By pumlon to the Tax Coust—transferred to docketed
us. . 2,450 2,482
. Pendmg June 30, 1,299 1,397

1 Differance from preceding table is caused by cases being combined or split for
purpose of issuing the statutory notice.

With the number of pre-90-day and 90-day dis-
posals by agreement totaling 22,233 cases, an all-
time high, the proportion of disposals by petition
to the Tax Court was the lowest ever.

Docketed Case Disposals Increased

A taxpayer who does not agree with a deficiency
determined by the Service in a case involving in-
come, estate, or gift taxes, may file a petition with
the Tax Court of the United States asking for a
redetermination of his tax liability. Such cases are
referred to as petitioned or docketed cases. The
Tax Court is an independent agency of the Govern-
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ment and has no connection with the Internal Rev-
enue Service.

A taxpayer may discuss the possibilities of settling
his case with the Service even after it has been pe-
titioned to the Tax Court, regardless of whether he
has previously availed himself of conference op-
portunities with the audit division of the district
office or with the appellate division at the regional
level.  Settlement negotiations in docketed cases
may be conducted by the appellate division at any
time before the case is called for trial by the Tax
Court. The Regional Counsel may be represented
in these negotiations since settlement of docketed
cases requires his concurrence.

The following table reflects the processing of
docketed cases. (For additional information see
table 17, p. 134.)

Docketed cases
[Petitioned to the Tax Court)

Number of cases
Status

1965 1966
Pending July 1 7,980 9,384
Received, totat 6,852 6,874

Petitions filed in response to—

District directors’ statutory notices 4,493 4,489
Appellate divisions’ statutory notices 1_. 2,359 2,385
Disposed of, total. 5,448 6,234
By stipufated 4,476 5,195
By dismissal by the Tax Court or uxn:yer default_ . ___ 278 313
Tried beforo the Tax Court onthe medts ___.__________ 694 726
Pending June 30. 9,384 10,024

1 Difference from number shown as pelitioned in preceding table is caused by #x-
cluding district diractors’ statutory notices considered by appellate in 90-day status.
The number of docketed case disposals was 14
percent greater than in the previous year and per-
centage of disposals by agreement also increased.

Disposals Exceed Receipts in Excise and Employ-
ment Tax Appeals

The number of excise and employment tax cases
on hand June 30, 1966, was 1,090, which is a de-
crease of 63 cases from a year ago. A total of 1,719
cases was received and there were 1,782 dispositions.

Revised Procedures for Processing Joint Commit-
tee Cases Adopted

A total of 947 cases involving overassessments of
$492.2 million was reported to the Joint Committee

on Internal Revenue Taxation in accordance with
section 6405 of the Internal Revenue Code of 1954,
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which requires reports to the Committee of all re-
funds and credits of income, war profits, excess
profits, estate or gift tax in excess of $100,000. This
represented an increase of 407 cases and $158.9
million over the prcv1ous year.

The increase in cases processed rcsu]ts in part
from new procedures for processing Jomt Commit-
tee cases which were put into effect this year to pro-
vide better service to taxpayers by reducing elapsed
time, to save interest costs to the Government, and
to reduce operating and manpower costs.

Under prior procedures, Joint Committee cases
were subject to special audit and documentation
requirements and received several successive reviews
before being reported to the Joint Committee.
Even if a case was agreed to by the taxpayer and
the district director, the results were nonetheless
subject to a complete review by the regional appel-
late office and also by the Office of the Chief Coun-
sel. Under the new procedures, these cases no
longer require greater documentation or intensity
of audit than the Service normally accords other
cases, nor are cases agreed at district level subject
to special reviews by regional appellate and Chief
Counsel’s offices. Agreed and unagreed cases ob-
tain a thorough procedural and technical review by
Joint Committee coordinators in the district office
located in the same city as the regional headquarters.
If the case is agreed at the agent’s level, the report
to the Joint Committee is prepared by the coordina-
tors, and is forwarded to the National Office for
processing and official signature. Where agree-
ment is reached at the regional appellate or regional
counsel level, the report is prepared by appellate
conferees. If a settlement is agreed upon before
trial in cases before a district court or the Court of
Claims, the report is prepared by the Office of the
Chief Counsel, and includes a detailed supporting
memorandum prepared by the Department of
Justice.

ALMOST 1 MILLION DELINQUENT RETURNS
SECURED

During the year the Service secured 966,000
delinquent returns representing $246.7 million in
unreported tax, interest, and penalties. The lion’s
share, 912,000 returns representing $203 million,
was secured through the established delinquent re-
turns program. Accelerated attrition of revenue
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officer strength due to retirements as a result of the
Daniels Act, and difficulty in recruitment, reduced
manpower below the antiCipated level. As a re-
sult, this year’s achievements were lower than
planned, and decreases below last year of 18 percent
in the number of delinquent returns secured and 8
percent in the amount assessed were experienced.

Data Processing Paves Way for New Programs

Statistical results alone, however, are not the full
measure of accomplishments. In fact, the new
major programs and concepts made possible by the
ADP system which were launched in 1966 will im-
prove compliance, create a smoother and more effec-
tive operation, and reduce costs for future years.
Foremost among these is a system known as the
entity concept. In the past when a taxpayer became
delinquent in filing any return, a delinquency notice
was issued for each class of tax and for each period
of delinquency. Under this new concept, only one
delinquency notice is issued for the earliest tax on
which a taxpayer is delinquent. In this way, all
returns due are secured as a result of the one inves-
tigation, thereby reducing the number of delin-
quency investigations by an estimated 30 to 40
percent,

Another major program instituted during the
year provides for immediate contact with selected
taxpayers who are listed on the Business Master
File, but from whom a required return has not been
received. In the selection processing, the tax-
payer’s compliance history and monetary delin-
quency are taken into account. When the tax-
payer is identified as one who has been flagrant in
not complying with filing requirements, normal
processing time is set aside and delinquency notices
are immediately issued.

In a somewhat similar manner, as data process-
ing becomes nationwide in processing individual in-
come tax returns, every effort is being made to insure
that all taxpayers receive equitable treatment and
pay their share of the tax. To identify those cases
where the taxpayer has failed to file, a comparison
is made of the individual master file with the cur-
rent year's return. In this way, those taxpayers
who have filed one return and fail to continue filing
are easily recognized. In addition, tape informa-
tion submitted by industry and Government agencies
reflecting information on income paid to payees is
also being utilized to identify nonfilers.

_crime.

TAX FRAUD INVESTIGATIONS INCREASED

All intelligence programs were maintained at a
high level with continued progress toward the ob-
jective of ferreting out tax law violations at all strata
of society, in all geographical areas and for all types
of taxes. This resulted in more full-scalc investiga-
tions in both the nonracketeer and the racketeer
categories.

A summary of investigations by special agents
follows:

Tox fravd investigations

Type 1985 1866

Full-scale i 10RS, 1A, .- eooen e cecmceeaaan 3,643 3,m
Prosecution total 2,382 2,418
Fraud. oo iaeaaes 16 1,163
Wagering. 1,088 1,177
Coin-operated gaming devices.........ooveveeens 26 45

Mi 52 33
Prosecution not total. 1,261 1,354
Praliminary total 10,520 10,436
Feaud and 8,786 9,888
Wagering and coin-operated gaming devices. 1,734 1,48

Total full-scale investigations increased 3.5 per-
cent over 1965.  Overall, the total number of prose-
cutions recommended increased. Although the
number of prosecutions recommended in fraud cases
declined, this was more than offset by the increase in
prosecutions recommended in wagering cases. This
increase in full-scale investigations and prosecution
recommendations was accomplished in spite of the
loss of a substantial number of experienced special
agents through retirement in December 1965.

Organized Crime Investigations Accelerated

The Service continued to play an important role
in the Federal Government’s drive against organized
With support of compliance divisions of
the Service, an increased number of the Nation’s
notorious and prominent racketeers were investi-
gated and prosecuted for tax violations in 1966.
President Johnson on May 5, 1966, stated in his re-
marks regarding the drive on organized crime, “the
campaign against racketeering must not only be
continued but it must be accelerated.”  In line with
the President’s directive, the Intelligence Division
is now in the process of establishing the Organized
Crime Drive as an integral part of regular district
operations, thereby making available to the Orga-
nized Crime Drive the knowledge and skills of all
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intelligence division supervisory personnel. It will
also permit district directors; chiefs, intelligence di-
visions; and other district management officials to
be kept currently informed regarding the progress
of these investigations and will result in more effec-
tive utilization of the manpower devoted to this
program.

As part of the Service’s enforcement efforts against
violators of the wagering tax laws, special agents
conducted nationwide coordinated raids for the
10th year. As the result of raids made in 1966,
$463,000 in currency and other property valued at
$275,000 was seized.

ADP Assists in Identifying Tax Violations

As mentioned in Chapter 3, Automatic Data
Processing, procedures have been established to de-
tect multiple return filers. Additional studies and
field tests are underway to explore further the ca-
pabilities of ADP in identifying criminal tax viola-
tions, including false claims of payment of estimated
tax and failures to file. Tax enforcement work in
future years will be greatly assisted by the capability
of the computer to store and report facts on a nation-
wide basis, providing to special agents the leads
needed to investigate suspected violations.

intelligence Career Development Strengthened

A Career Development Program for Intelligence
Division technical personnel was established in 1966.
This program provides a systematic approach to
identifying, developing, and promoting employees
on the basis of merit into supervisory or managerial
positions within the intelligence activity. Further
details on this program are given on page 65.

NO SIGNIFICANT CHANGE IN CRIMINAL
PROSECUTION CASE RECEIPTS

Cases received in the Chief Counsel’s Office with
recommendations for criminal prosecution this year
involved total additional taxes and penalties of
$150.3 million, for a nominal increase of $2.7 mil-
lion over 1965. Case receipts numbered 1,490—
almost the same as in 1965 (1,507 cases) and 1964
(1,493 cases).

The following table provides an analysis of crim-
inal tax case flow from Assistant Regional Commis-
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sioners (Intelligence) through the Office of the
Chief Counsel to the Department of Justice for all
types of tax except wagering-occupational cases
handled at the district level: ;

Receipt and disposal of crimingl cases in Chief Cc:"_unul‘: Office

Status 1965 1966
Pending July 11 2,104 2,336
Received, total 1,507 1,480
With ions for i 1,393 1,363
With reguests for opinion, ete._.____________._.._____ 114 127
Disposed of, total 1,275 1,463
Prosecution not warranted 120 180
of Justice declined 82 72
853 935
0 Inmns dehvlrid 72 75
Alf other closings. 148 141
Pending June 30 1. 2,336 2,363

1Includes cases awaiting action in Department of Justice exclusive of wagering tax
casns referrad by [ntelligence Division.

The table below provides additional detail on
legal workload involved in the prosecution of crim-
inal cases by Service attorneys during the past 2
years: '

Tax and penalty and number of tax years involved in criminal
fraud case disposals

[Exclusive of wagering and coin-operated gaming device cases]

Tax yoars Tax and pensity
1965 1986 1965 1566
Totats. __.___....... 3,801 4,141 | $122,231,398 | $108,993,554
Pro: 2,909 2,895 72,108,603 49,431, 430
AN n\)m tln:mpl - 892 1,246 50,122,796 59, 562, 064

1 Includes cases dectined by Department of Justice.

Referrals of income tax and miscellaneous crim-
inal cases to the Department of Justice did not
change significantly. This year, 1,009 such cases
with prosecution recommendations involving 955
prospective defendants were referred, compared to
994 cases involving 1,005 prospective defendants in
1965. Indictments of these cases were down 6.8
percent from 1965, and the total disposal of cases
in this category in the district courts decreased 7.8
percent.

In income, excise, and wagering tax criminal
cases, pleas of guilty or nolo contendere were entered
for 1,147 defendants and cases against 226 were
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dismissed. Trials of the remaining defendants re-
sulted in 177 convictions and 66 acquittals.

Indictments and court actions for the last 2 years
are shown in the following table:

Results of criminal action in tax fraud cases

Number of defendants
Action
1965 1966
Total
andi 1,919 1,660
Disposals, total. 1,732 1,616
Piea, guilty or nolo contendere. .. _._.._._...__......_ 1,251 1,147
Convicted after trial 200 177
Acquitted. B6 66
Nol-prossed or dismissed. 195 1226
Income and miscellaneous cases *
i and 823 767
Dispasals, total O 780 728
Pleg, guilty or nolo conlendun 572 531
Convicted atter trial 73 70
Acquitted. 50 39
Noi-prossed or dismissed 95 88
Wagering tax cases
i and i i 1,096 293
Disposals, total. 842 888
Plea, guilty or nolo cnmndm ........................ 679 616
Convicted after trial 127 107
Acquitted 36 21
Nol-prossed or dismissed. 100 138

| tncludes cases dismissed for lholollnwm%uuwns 17 because of death of principal
detendant, 4 because of serious liness, and 50 because principal detendant had pleaded
gull(y or had been convicted in a related c

3 includes income, astats, gift, and excise tms other than wager(ng, aicohat, lnhmo
and firearms taxes.

Indictments and Disposals in Alcohol, Tobacco,
and Firearms Cases Decreased

A total of 3,381 cases involving 5,304 defendants
were presented to U.S. attorneys with recommenda-
tion for prosecution as the result of actions taken
against violators of the alcohol, tobacco, and fire-
arms tax laws. (See p. 37 for additional detail.)
The number of indictments and disposals for the
last 2 years is shown below.

Results of criminal action in alcohol, tobacco, and firearms cases

Number of
defendants
Action
1965 1866

and i 4,908 4,384
Disposals, total 5021 hi:ts
Plea, guilty or nnlo cuntendne ________________________ 3,69 325
Banvlctedynf ter t &
Acquitted o] *
Nol-prossed or dismissed. st 588

* Revised,

YEAR OF CHANGE FOR TAXPAYER DELINQUENT
ACCOUNTS PROGRAM

Systemic and Procedural Changes Increase Volume
of Accounts Established

Responding to the procedural changes that were
set in motion last year and the systemic innovations
introduced this year, almost 3 million delinquent ac-
counts were established, an increase of 24 percent
over the previous year. While the $1,742 million of
delinquent - tax involved was $191 million higher
than that of 1965, the average dollar value per de-
linquent account was less ($583 in 1966 versus $642
in 1965). Theincrease in the number of delinquent
accounts was caused by two factors: (1) A new pro-
cedure which altered the pattern so that accounts
that would have been established in June 1965 were,
instead, established in July, thereby reducing last
year’s accounts and increasing this year’s commen-
surately; and (2) inception of a new program which
expanded the previous prompt collection program
to include chronic delinquents and taxpayers having
certain specified types of outstanding liabilities. As
a result, delinquent accounts which, under normal
processing, would have been established in July 1966
were instead established in May and June, thereby

raising this year’s accounts by almost 200,000.

Almost 2.8 million delinquent accounts were
closed in 1966. This was 88,000 or 3 percent below
the number closed in 1965. The decline, however,
is misleading since the 1966 closings do not include
the many accounts which, as a result of procedural
changes, were closed on a followup notice to the
taxpayer rather than as a delinquent account as was
done in prior years. Moreover, the delinquent ac-
counts actually generated were established 5 to 7
weeks later than in previous years. This had the
effect of reducing the time available in the remainder
of the year for closure action. Further, even though
closings were somewhat fewer, the $1,758 million
value of delinquent accounts closed in 1966 was
$230 million greater than the amount of delinguent
accounts closed in 1965.

Inventory Still Low Despite Rise Caused By Sys-
temic Changes

The basic procedural and systemic changes which
together caused the sharp increase in delinquent ac-
counts established also caused an increase in the
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TRXPAYER DELINQUENT ACCOUNTS
VALUE OF ACCOUNTS INCREASED™

nventory
June 30

Established Closed

@ CHANGE FROM 1965

+15.1

+12.3

426

.

size of the yearend inventory. Last year, a historic
alltime low of 530,000 accounts was attained. This
year, however, under a new processing system almost
200,000 delinquent accounts were established dur-
ing the last 2 months of the year which, under prior
procedures, would have been established next year.
Since not enough time was available in which to
close these “last minute” accounts, the increase in
yearend inventory to 764,000 accounts compared to
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last year’s level of 530,000 is inflated. Actually, al-
lowing for the aforementioned “last minute” estab-
lishment of accounts, the 1966 inventory level would
have been only slightly above last year’s/and one
of the lowest in history. o

Utilization of ADP Has Marked Impact on Programs

As in the case of other programs, the progressive
extension of ADP nationwide has had a salutary
impact in the delinquent accounts area. As one
major example, ADP has enabled the Service to
expand its program of prompt collection of under-
paid liabilities and dishonored check cases. The
ADP service centers now, in addition to sending the
local offices accounts involving certain underpaid li-
abilities and dishonored check cases, are also im-
mediately establishing accounts on chronic delin-
quents and taxpayers having outstanding liabilities.
In the past, the accounts refiected only the liability
of the taxpayer for one period and one type of tax.
The accounts that are now being established re-
flect information concerning. the taxpayer’s tax
history that is recorded in the ADP master file.
This information enables the local office to make
a more systematic check of its own records. The
result is that local office employees now have a more
complete picture of the taxpayer’s problem, and
consequently can deal with his delinquencies more
effectively.

The ADP system has also made possible develop-
ment of a program that will deduct unpaid taxes
assessed prior to the establishment of the ADP system
from any refund due the taxpayer on his individual
income tax. This is accomplished by feeding into
the ADP Individual Master File a list of individuals
who owe income taxes or business taxes for prior
years. The Service will then deduct the prior
liability and send the balance, if any, to the taxpayer.

As important as any program benefit is a fruitful
byproduct to be derived from data processing;
namely, the quantitative data required to manage
and control the entire delinquent accounts and re-
turns area. Here, the system already contains data
such as delinquency notices issued, delinquent ac-
counts established, closures, inventory, etc., of all
dccounts and delinquency investigations now under
the system. Programs and systems for retrieval of
the data have been devised and the first machine
output is scheduled for August 1966. Thereafter, a
testing period will ensue during which time an

ENFORCEMENT ACTIVITIES

evaluation of the machine output will be made for
purposes of refining the program, proving the
capabilities of the mechanized reporting system, and
eventually replacing the more costly manual system

ADDITIONAL TAX FROM DIRECT ENFORCEMENT INCREASED
IN EXAMINATION AND DELINQUENT ACCOUNTS COLLECTED

2,427

now in effect with the relatively incxpensive mech-
anized system.
The delinquent accounts activity (including .
activity related to the accelerated collection of under-
paid liabilities and dishonored checks) is shown in L
the following table:
Taxpayer delinquent accounts
("?umhsdr " Amgunl 247 186
Status ousands) (thousand dollars) - —
1965 | 1986 | 1965 1966 From Taxpayer  -Dalinguent Math
delinguent retums verification
accounty secured
2,417 | 2,988 | 1,551,041 | 1,741,654 collected
Closed, total 1122 2TITIIIIIITIT 2,843 | 7,754 | 1,526,183 | 1, 758,231
By type of action 12.8
ected ... , 3 1,034,734 | 1,067, 611 s
Additional collections. 0, 804 3
Other disposals I_.... 432,645 | 643,701 @ CHANGE FROM 1965
Pending June 30, totl._.._........... 1,182,110 | 1,212, 851

Accelersted collection of underpaid
llabilities and dishonored checks:

Received.___ 148 3 313,082 213, 115

Collected_.... 04 96 217,3n 185,186

includes disposals due to uncollectibility and erronzous and duplicate assessments,

SUMMARY OF ADDITIONAL TAXES FROM DIRECT
ENFORCEMENT

History records few laws that have operated suc-
cessfully in an enforcement vacuum. This is par-
ticularly true of laws imposing taxes. While the
American internal revenue laws and regulations
stress the concept of voluntary compliance, a wealth
of experience makes it clear that there always exists
a proportion of the population that attempts to avoid
or evade taxes. Successful evasion attempts not only
result in an unfair distribution of taxes, but also tend
to corrupt the honest into what might be facetiously
called “fair share cheating.”

The bulk of taxes are collected quite simply and
routinely, with no enforcement work required. The
enforcement functions of the Service concentrate on
maintaining full compliance with the tax laws, col-
lecting any taxes due, refunding any erroncous over-
payments, and bringing to prosecution those individ-
uals who have violated criminal aspects of the tax
laws. The primary emphasis is on gaining continu-
ing taxpayer cooperation, rather than on an after-

+1.7

—12.3

the-fact pursuit of taxes due but not paid. Assess-
ments resulting directly from enforcement, however,
are quite substantial. The amount of tax, penalties,
and interest assessed in 1966 as a result of these pro-
grams reached $2.9 billion, an increase of $232.9
million over last year.

Additional assessments resulting from examina-
tion of tax returns totaled $2.4 billion, an increase of
$276.1 million over 1965. 'These assessments rep-
resent liability determined after any appeals action
or court litigation, which may delay closing of a case
for a year or more, and hence are not comparable
with proposed assessments resulting from current
year examinations of returns.

The following table shows the source of additional
tax, penalties, and intetest assessed.
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Tax, penalties, and interest resulting from direct enforcement
{In thausands of dotiars}

itom 1985 1968
Additlonal tax, penalties, and interest assessed, total. ...} 2,629,925 | 2,862,817
From examination of tax returns, total .| 215,187 | 2,427,329

Income tax, total . 1,866,230 | 2,096,201

1,001,565 | 1,275,667

lndnvidunl’ang fiduclary:

Prerefund audit_. 107, 583" 93, 000

Regular audit. . _ 757,083 727,533

Estate and gift 224,617 269,279

ment t; ncluding withheld income t 9,639 10, 081
E)’(‘llns'uy!zx - (‘ " 59,701 51,769
From mathematical verification of income tax returns.._ 194,086 186, 244
From National Identity Flle.___.. . . ... _..c.. 3,31 2,548
From delinquent returns secured, total___._______...... 281,278 246,696
By district coliection divisions. 220,152 202, 697

B; district sudit divisions. _ 61,126 43,999

1aims disallowed
Total. Glaims disallow 278,795 401,122

e CHAPTER FOUR

return. The major administrative workload in-
volves income, estate, and gift tax returns, especially
in the appellate divisions and the courts, hence
the following tables are confined to.these re-
turns except for returns filed and intemé] revenue
collections: "

Workflow in the Intenal Revenve Service and the counts, fiscal
years 1965 and 1966

1965 1966
item
Retuins
Tax retuens filed, total ... 102, 492,013 | 104,077, 987
Individual lncamo ............................... 66,964,537 | 69,724,148

ncome.
Estats and glft

Excise. . 3,897,887 2,284,218
Other income. 7,728,436 7,885,228

By district sudlt divistons.__.. 199, 967 298, 265
B; reglonal appellate divisions. 78,828 102, 857

Delinguent taxes collected
Total sHnguent e 1,312,900 | 1,309,716

1,085,538 | 1,114,530
217,311 195,186

i accounts.
Accelerated collsctlos
chechs.

WORKFLOW IN THE SERVICE AND COURTS

In fiscal year 1966, 104.1 million returns were
filed and 3.5 million returns were examined.
The time required to perform quality exami-
nations of selected returns and, when required, to
conduct fraud investigations, provide appellate serv-
ice, and participate in litigation proceedings makes it
impossible to complete processing of all returns in
the year of receipt. The tables which follow provide
a comparison of volume on which processing was
completed at cach administrative level for the cur-
rent and the last prior fiscal year, even though the
return processed may have been filed in an earlier
fiscal year. It should be noted that the unit count
varies at different levels: Returns filed and audit
diviston activity are recorded on a return basis, while
processing in appellate, intelligence, and the courts
ison a case basis. A case may involve more than one
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INCOME, ESTATE, AND GIFT TAXES

Number of returns examined £3,302,873 | 3,311,131
Returns with adjustments pwpo;ed by audit divisions. | = 2, 249, 769 2,275,658
Dlspnsud of by audit dlvisions

Agreed, paid or dshul(ed ......................... 1,956,446 1,950,264
Civil cases ' Cases
Totsl received in appellate divisions. . .. _.______._..... 26,602 27,844
Dupnsnd of by appellate divisions:
, paid, or defau 19,679 23,910
Colms o' orlzlnal musdl:tmn
ourt
Tolal pe(lﬂonad to Tax Court, 6,842 7013
......... 284 | - 35
Samud hy stipulation_ 4,635 5,104
Settied by Tax Court di 825 778
'y Tax Court but npv 368 332
District courts lnﬂ Court of Claii
Total filed in district courts lnd Court of Claims. . 1,417 1,508
Settied in district courts and Court of Claims._.. 762 819
Dacldnd hy district courts and Court of Clalms. . 473 506
Coutts of 3 g
amof ¥ courts of nppuls dens’an. 281 3713
Favorable to Governm 267 230
F.vnvnblo to mpuyers ;g gf
Docld-d by courts of appeals but reviewed by
Supreme Court_....... p? ...................... 22 10
Supieme Court:
Sattied by Supreme Court detision.................. 22 10
Fraud cases !
Received for full-scale investigation in Intelligence
Di dIVlsn‘)inx' 2,307 1,975
P osseut] L22 1,169
1,043 1,195
Disposed of by Ofrca of Chief Counsel:
Prosscution not warranted, including cases declined
by the Department of JUStiCe....-....-......--- 282;2‘ Sg%

* Revised.
1includes excise tax cases

ENFORCEMENT ACTIVITIES

Amounts of revenue involved ot each level of the tax system,
scal years 1965 and 1966

[Millicns of dollars] ®

Itam 1965 1966
Intenal revenue collections, total. 114,435 128, 880
Individual income taxes, total 53,661 61,298
i 36, 840 42,811
Other 18, 820 18, 486
Corporatlan income taxes. 26,131 30,834
Estate and gift taxes..__ 2,746 3,094
taxes. 17,104 20,25
Excse taxes .. ... .. 14,793 13,398

INCOME, ESTATE, AND GIFT TAXES

Civil cases

Additional tax and penalties In cases dlspused of in audit
divisions by agreement, raymenl or defal 1,269 L3171
Additional tax and penallies in cases dxspossd of in
J:pellm divisions by agreement, paymant, or default. . 195 334
Additional nx and penalties determined by settioment in

x Cou: 90 m
Addmoml m and penaities defermined by Tax Court
Dls lssnd 3 8
Declsions on mertts. . ... ..__.___________ 23 18
Additional tax and penalties in cases decided by Supreme
Court and courts of appeals...........__...___..___. 15 10
Amount refunded to taxpayers 8s s result of rafund
suits. 37 46
Fraud cases !
Deficiencies and penalties in cases disposed of in intelli-
gence divisions:
........... 7 48
Pmecuhun nnt wamniad and cases declined by )
50 6

1 Includes excise taxes.

NO SIGNIFICANT CHANGE IN OFFERS IN
COMPROMISE WORKLOAD

When it has been determined, after a careful in-
vestigation, that a taxpayer is unable to pay the full
amount of his tax liability, or there is substantial
doubt as to the amount of the hiability, the Internal
Revenue Code provides a means whereby the
liability may be compromised. In certain cases
where the agreement concerns present inability to
pay the liability in full, the compromise arrangement
provides that additional payment will be made in
the future if the taxpayer’s income exceeds an agreed
upon figure.

The overall number of offers in compromise cases
processed during the year declined by 7 percent
from last year. Total liabilities involved were $101.3
million, an increase of 7 percent from 1965, but for
offers accepted liabilities declined by 7 percent.

A comparative summary of compromise cases
closed in the last 2 years follows:

Offer in compromise disposals

Number Amount (thousand dotlars)
Type of tax or penalty Liabilities Offers
1965 1966
1965 1966 1965 1966

Ofters accepted, total 11,004 10,706 28,667 26,575 7,590 6,858
income, esms and gift taxes. 1,068 1,004 15,261 18, 745 3,941 3,993
Employms taxes. 826 7,705 6,383 2,275 , 94
Alcohol uxas ______ 116 4“5 347 104 129
Other excise ta; 222 167 3,714 1,985 716 438
Dcllnguancy nenumes on all taxes, 2,204 1,673 1,502 LS 313 232
Specific penalti 6, 566 6,920 uo 126
Offers rejected or total. .. 4,485 3,789 65,631 74,735 1,810 13,266
income, estate, and gift taxes 1,763 1,572 46,628 56,987 8313 9,799
end taxes. ..ol 1,279 121 11,079 11,134 2,558 2,6%
Alcohol taxes 85 . 69 22 30
Other excise ta 276 238 6771 5,647 783 ST
Delinquency ennmes on all taxes. 1,056 758 75 nl 159 184
Specific penalties. 4 2

COLLECTION LITIGATION LEGAL SERVICES
REQUIRED BY FIELD OPERATIONS

Collection litigation legal services are furnished
at both the national and regional level, with the
greatest volume of work being performed at the
regional level. The attorneys providing the serv-
ices are primarily concerned with legal work arising
as a result of the activities of the district directors’
offices, and the divisions of the National Office,

including the Office of International Operations.
In general, the services include providing legal opin-
ions in noncourt matters and work in connection
with court proceedings. Most collection litigation
actions can be disposed of finally at the regional level
because of broad delegated authority; however, a
substantial segment of work involving initial action
by the regional offices is subject to National Office
consideration ‘before final action can be taken.
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Some Decrease in Courtwork in 1966

. The legal work during the year continued at about
the same general level of activity reached for the year
1965, but there were decreases in both receipts and
disposals. There were 11,565 cases received dur-
ing 1966 as compared with 12,493 cases received
during 1965. Disposals for the year 1966 were
11,491 cases as compared with 12,456 for the year
1965. The inventory of pending cases at the end
of the year stands at 5,165, an increase of 74 cases
over the 5,091 cases pending at the end of 1965.
For a detailed statistical report of case receipts and
disposals during the year, see tables 23 through 25
on page 136.

The U.S. Supreme Court decided five cases vitally
affecting legal problems in the collection litigation
area during the year. Also, the Court granted cer-
tiorari in one case decided by the Court of Appeals
for the Second Circuit in favor of the Government.
There were a number of cases decided by the courts
of appeals in some of which petitions for writs of
certiorari to the Supreme Court were denied.
These decisions relate not only to issues concerning
the collection of federal tax claims and tax liens, but
also to issues arising in civil summons enforcement
cases. Summaries of some of these cases may be
found starting on page 99.

Day-to-Day Legal Assistance tmportant

The statistical data indicate the number of cases”

handled in the collection litigation area and show
generally the types of legal services being performed;
however, such statistics do not reflect all of the ac-
tivities of the collection litigation lawyer. The law-
yer performs many other services which are not
counted as cases and do not relate to cases. Such
noncase work includes rendering day-to-day formal
and informal legal assistance to administrative
personnel, periodic visitations to district offices and
suboffices, and participation as instructors and coun-
selors in training programs for collection personnel.

FEDERAL-STATE COOPERATION SHOWS
FURTHER GAINS

Over 80 percent of all taxpayers live in States with
which the Service has concluded a cooperative ex-
change agreement. With the addition of Arizona
and Hawaii, 41 agreements, including the one with
the District of Columbia, were in force at the end
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of the year.! Two additional agreements, with the
States of Mississippi and New Jersey, were in process
of negotiation.

The year was marked by increased aftention to
the exchange of tax return data through; the use of
computer-generated tape files. Working with the
National Association of Tax Administrators, the
Service is secking a consensus from State tax admin-
istrators with respect to a uniform set of data ele-
ments to be furnished routinely on magnetic tape
to the cooperating States. With the completion in
1967 of the Service’s conversion to fully automated
data processing, it is expected that the Service will
have the capability of providing States timely and
useful tax information at reduced costs to both the
Service and the States. Additionally, State tax
personnel continued to inspect and abstract infor-
mation from Federal tax returns—totaling approxi-
mately 3.5 million returns this year. The inter-
change of audit abstracts continued to be an
effective means for increéasing revenue receipts, es-
pecially at the State level, and for reducing the
number of instances in which a taxpayer is required
to undergo an audit of his returns by both State and
Federal agencies in the same year.  During calendar
year 1965 the Service prepared and forwarded to the
States 339,000 audit abstracts.

In addition to cooperating with the States in the
interchange of tax information, the Service con-
tinued its program under Public Law 87-870 of pro-
viding training assistance and special statistical
services to the States. Seventeen State tax person-
nel were enrolled in the Service’s various training
classes. Beside this classroom training, the Service
provided the States with 144 sets of training ma-
terials and 142 sets of correspondence courses.

ALCOHOL AND TOBACCO TAX PROSECUTIONS
PRESSED

In recognition of the importance to effective law
enforcement of the prompt and successful prose-
cution of violators, the alcohol and tobacco tax law-
yers in the offices of Regional Counsel maintain a
very close liasion with the offices of the U.S. attor-
neys in their regions. Thus, they can be kept in-
formed as to the prosecution of criminal cases

! Agreements are in effect or in process of negotiation with
all States cxcept Alabama, Alaska, Connecticut, Georgia,
Louisiana, Nevada, Rhode Island, and Texas.

ENFORCEMENT ACTIVITIES

referred and render assistance as requested in draft-
ing pleadings, briefs, libels, and other legal docu-
ments. They also are available for legal research
and prepare memoranda of law on issues likely to
be raised in cases referred for prosecution or judicial
forfeiture.

The attorneys in the National Office also keep in
close touch with the attorneys in the Department of
Justice who handle cases within the alcohol and
tobacco tax function so that timely assistance will
be available to them if needed.

Similarly, alcohol and tobacco tax attorneys nor-
mally participate in training programs for law en-
forcement personnel and attend regional meetings
of investigators and agents when practical. Thus,
the individual enforcement officers are made fully
aware that legal assistance is readily available to
them during the course of investigation as well as
thereafter during the review of completed case re-
ports for prosecution of criminal cases.

The alcohol and tobacco tax attorneys review and
prepare legal opinions on offers in compromise and
petitions for the remission and mitigation of forfei-
ture filed by those who have an interest in property
seized because of its use or intended use in violation
of law. During the past year, the Service investi-
gated and acted upon 410 such petitions and in ad-
dition recommended action on a number of similar
petitions which were filed with the Attorney General
with respect to property referred for judicial
forfeiture.

ALCOHOL AND TOBACCO TAX ENFORCEMENT
CONCENTRATES ATTACK IN HIGH VIOLATION
AREAS

Production of lllicit Distilled Spirits—Number One
A&TT Enforcement Problem

The illicit liquor enforcement problems confront-
ing the Service have not changed materially from
those encountered in 1965. In 1966, 82 percent of
all illicit distilleries seized were located in the South-
castern States, which historically have been the site
of entrenched moonshine activity. There has been
no indication of a resurgence of large-scale organized
illicit alcohol operations in the metropolitan areas
of the Eastern Seaboard States which, in past years,
led to enormous losses of revenue.

Slightly over 80 percent of all investigative time
during 1966 was-used in combating the illicit pro-

duction and distribution of nontaxpaid liquor. Al
most 8 percent of investigative time was devoted to
enforcement of the laws relating to firearms. The
remainder of the investigative effort was expended
on other enforcement programs, including assign-
ments to the Intelligence Division in connection with
the drive on organized crime.

Seizures and arrests resulting from this applica-
tion of investigator manpower during 1966 are com-
pared with results of the prior year's work in the
following table:

Seizures and amrests for alcohol, tobaceo, and firearms violations

Item 1965 1966

Seiz
ties ... number. 5,160 5
tills atdlstillerles . ... ... o ... do.... 7,432 7,685
Nontaxpaid distilled spirits. ..........__...._.| gallons. | 156, 544 153, 062
ash. do. 3,637,881 | 3, 664, 880
ehicies. number . 2,089 1,705
Property (appraised value).. ... ... ... .._._. doltars. _(2, 486, 193 | 2, 133, 600
Arrests 1 number__ 7,426 6, 830

! tncludes 251 arrests for firearms violations and no arrests for tobacco violations
in 1966 compared with 254 and 1 respectivety, in 1965,

Nate.—Includes seizures and arrests in cases adopted, as well as originated, by tho
Internat Revenue Service,

Operation Dry-Up Expanded

The 1966 increase in seizures of illegal distilleries
of 2 percent and the decrease in arrests of 7 per-
cent are partly attributable to the large-scale di-
version of investigative manpower to “Operation
Dry-Up,” where the initial effort is concerned pri-
marily with the location and destruction of all illicit
distilleries in a preselected geographic area and the
measurement of violation potential. As a result
of these saturation-type raids, and the attendant
publicity, the violator is forewamed and often es-
capes without detection in the early stages of the
program.

This program, used successfully in one Southeast-
ern State for the past 3 years, was extended to include
a second Southeastern State in October 1965. The
program contemplates an intensified effort toward
elimination of commercial-type illicit liquor activity.
Its success in the first State where it was instituted is
attested to by the increase in sales of legal, taxpaid
alcoholic beverages and the virtual elimination of
large-scale illicit distilling operations in that State.
In essence, the program consists of the application
of unremitting pressure on the violator by an en-
larged force of mobile investigators. Tied in with
this concentration of investigative manpower is an
all-out effort to secure the active support of enforce-
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liicit distilleries are concealed in a variety of protective
disguises.

However, the filthy clutter of an illicit
distillery is almost universal.

ENFORCEMENT ACTIVITIES

ment officers and prosecutors at all levels—Iocal,
State, and Federal. Another principal feature is
the intensive use of radio, television, and other news
media to call attention to the health hazards in drink-
ing moonshine whisky and to solicit the cooperation
of the public in reporting suspected violations. The
program has already produced results which are
encouraging in the limited time it has been in opera-
tion in the second State.

CHEMICAL ANALYSES AND RESEARCH
STRENGTHEN . LAW  ENFORCEMENT

The National Office laboratory has continued to
keep abreast of advances in the field of chemical
analysis and instrumentation, so that new techniques
and procedures can be successfully utilized in carry-
ing out work in the area of alcoholic beverages, in-
dustrial products produced {rom or with alcohol,
specially denatured alcohol articles, and miscel-
laneous nonalcoholic items subject to excise taxes.

Since the initial introduction of neutron activation
analysis into Federal courts by the Internal Revenue
Service, this technique has gained widespread recog-
nition. Neutron activation analysis has been suc-
cessfully used in handling such physical evidence as
opiate drugs, synthetic narcotics, marihuana, barbi-
turates, tranquilizers, soils, paints, metals, gunshot
residues, brans, coins, illicit alcohol, waters, and
other items. In 1966, a total of 1,006 samples were
examined by neutron activation analyses.

Successful application of atomic absorption spec-
trophotometry to analytical problems has resulted
in a more efficient use of manpower and a reduction
in time required for each analysis.

Gas chromatography has proved its usefulness as
a backup and screening instrument, along with neu-
tron activation analysis, in the development of court
testimony. Work is continuing on the development
of quantitative control methods for use in permissive
work as well as in other areas of interest.

Service laboratories analyzed 9,260 samples of
illicit spirits and 5,360 samples of narcotic drugs

in 1966. During the preceding yvear, 8,769 illicit
spirits samples and 5,088 narcotic samples were
analyzed. Statistics on laboratory work required by
the Service’s regulatory function are presented on
page 42. ’

FIREARMS . ACTIVITY . INCREASED

There was an increase in manpower expenditures
on the Firearms Program during 1966. Investiga-
tions of violations of the National and Federal Fire-
arms Acts resulted in 466 criminal cases, 251 arrests
and the seizures of 87 vehicles and 839 fircarms.
In addition, 13,783 inspections were conducted of
the records of persons and businesses holding Federal
Firearms Act licenses. This inspection activity is ex-
hibiting multifold results; it allows for a systematic
approach to weeding out .those holders of Federal
Firearms Act licenses who are not, in fact, bona fide
dealers; it has greatly encouraged compliance with
the recordkeeping provisions of the act by bona fide
dealers; and, perhaps most important, it has provided
local enforcement officials with a helpful tool for use
in policing local firearms laws. The program is prov-
ing highly useful in acquainting the public in gen-
eral and the small dealer in particular with the
requirements of law relative to firearms thus ena-
bling them to avoid technical violations. Reports
from many local law enforcement officials indicate
that information referred to them under this pro-
gram has been of value in keeping guns out of the
hands of the criminal element and has, in many
instances, been directly instrumental in allowing
them to trace weapons used in committing a crime.

A factor relating to the increase in manpower
expenditure on the firearms program is the emphasis
placed on suspected violations of the National Fire-
arms Act by various extremist and paramilitary
groups. Intelligence sources have reported large
stockpiling of all types of weapons: handguns,
machineguns, artillery, and explosives. Investiga-
tion of these reported violations is continuing.
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7
MANUFACTURED TOBACCO TAXES,jﬁEPEALED

The repeal of the 103-year-old Federal tax on
manufactured tobacco (smoking tobacco, chewing
tobacco, and snuff) became effective on January 1,
1966, and' concurrently, internal revenue controls
on manufactured tobacco were terminated.

Effective on the same date, internal revenue con-
trols over tobacco materials were discontinued.
Tobacco may now be handled in any manner at any
place so long as such handling does not result in a
taxable tobacco product (cigar or cigarette}.

DISTILLED SPIRITS REGULATORY STUDIES
MOVE AHEAD

Proposed Draft of Revised. Regulations Covering
labeling and Standards for Distilled Spirits Issued
Informally

In June 1965, a Distilled Spirits Standards and
Labeling Survey Committee was established to re-
appraise regulations issued under the Federal Alco-
hol Administration Act. On May 25, 1966, the
Committee draft was released containing a complete
regulation proposing many substantive changes in
the labeling, advertising, and standards of identity
of distilled spirits (27 CFR Part 5). Drafts of the
proposals were furnished members of the industry
in Industry Circular No. 66-9. An important ad-
junct to this study has been the addition to the Com-
mittee’s agenda of an exploration into the aging of
neutral spirits through storage in reused cooperage.
The proposals are completely informal at this time.

The Committee will continue its work in 1967,
and is now considering suggestions submitted by
various industry groups in connection with the pro-
posed changes in regulations.

Two Public Hearings Held

A public hearing was held on January 11, 1966,
concerning proposals to amend 27 CFR, Part 6, In-
ducements Furnished to Retailers. A Treasury De-
cision is expected in the near future which will clarify

SUPERVISION OF THE ALCOHOL AND TOBACCO INDUSTRIES

the “gray area” surrounding the meaning of certain
sections of present regulations,

Public hearings were held in April 1966, to elicit
information pertaining to any aging effect on spe-
cially distilled neutral spirits resulting from storage
in reused cooperage.

ACTIONS TAKEN RELATING TO INDUSTRY
OPERATIONS

Label Applications Approved and News Media Mon-
itored for Advertising Practices

Under the provisions of the Federal Alcohol Ad-
ministration Act, 53,341 applications for label ap-
proval, and exemption from label approval, were
processed by the National Office during the year.
The increase in this activity from the previous year
(47,454 applications) is due primarily to the in-
creased activity in private labeling.

The act also imposes certain requirements in the
field of advertising as a means of supplementing the
controls established for the labeling of alcoholic
beverages. To measure the degree of compliance
with these requirements, 18,856 advertisements
placed in newspapers and magazines were exam-
ined and 2,669 broadcast or televised commercials
were reviewed by the National Office. Although
approval of advertising prior to publication or dis-
semination is not required, 1,094 proposed adver-
tisements and projected advertising campaigns were
given advance review by the National Office as a
service to industry members.

Permits Issued, Formulas Processed

In the National Office, 20 permits to use tax-free
spirits and 12 permits to use specially-denatured
spirits were issued to Government agencies. The
National Office processed 1,203 formulas for recti-
fied products and 259 formulas for wine during the
year. This represents an increase in formula ap-
provals of 339 over last year, when 925 rectification
formulas and 198 wine formulas were processed.

Plant and Permittee Qualifications Numbered
Nearly 20,000

The offices of Assistant Regional Commissioners,
Alcohol and Tobacco Tax, approved 19,860 orig-
inal and amended permits, notices and applications
which authorized their holders to engage in various

281-691 0—06——4

types of business utilizing alcoholic beverages, indus-
trial alcohol, cigars and cigarettes.

ON-PREMISES SUPERVISION WORKLOAD IN-
CREASED BUT COST REDUCED

As depicted by the chart on page 42, since 1957
production at distilled spirits plants requiring super-
vision has continued to increase. During the same
period, applied man-years have dropped from 728
on-premises officers to 395 during 1966. The re-
duction in man-years reflects the continuing trend
away from immediate supervision, resulting from the
Service’s simplifications in plant control concepts.

Distilled spirits plants requiring on-premises su-
pervision produced 889.3 million tax gallons of
distilled spirits during 1966. Tax-free withdrawals
of spirits amounted to 630.9 million tax gallons, of
which 576.4 million were denatured. Distilled
spirits in bonded storage at the close of the year
amounted to 1,098.6 million tax gallons. The pro-
duction of rectified products totaled 98.8 million
proof gallons, and 264.7 million wine gallons of
distilled spirits were bottied during 1966.

Emphasis Placed on Quality Inspections

The inspection program covers on-site examina-
tion of records, equipment, processes, and premises
of 18 different types of establishments, including
many that embrace a variety of operations in one
plant. The program is geared to operate closely
with a technical office staff which analyzes operating
reports and pinpoints possible trouble areas for the
attention of inspectors.

During the year a total of 31,080 inspections were
completed compared to 30,552 in 1965. Of the
total completed, approximately 43 percent were
revenue-related inspections while the remaining 57
percent were regulatory in nature. Emphasis con-
tinues to be placed on the conduct of high-quality,
audit-type inspections.

Breweries subject to inspection produced 109.7
million 31-gallon barrels of beer. Wineries subject
to inspection produced 267.0 million gallons of still
and effervescent wines, 5.0 million gallons of ver-
mouth, and 16.5 million gallons of special natural
wines other than vermouth. Tobacco products fac-
tories, also subject to inspection, produced 7.5 billion
large cigars, 474.7 million small cigars, and 562.7
billion cigarettes.
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CHEMICAL ANALYSIS MADE FOR REGULATORY
WORK

The national and regional laboratories analyzed
a total of 38,645 samples in 1966. The number
analyzed during the preceding year was 38,589.
The majority of these analyses were made in connec-
tion with regulatory functions but some were re-
quired by enforcement work in. the Service and
other Treasury Department Bureaus. (See p. 39.)

In the National Office laboratory, 2,671 new for-
mulas using taxpaid (nonbeverage) alcohol in foods,
flavors, and medicines were approved and 772
samples were examined. Comparative statistics for
1965 are 2,452 formulas approved and 724 samples
examined. Manufacturers using specially de-

42

natured alcohol submitted 4,551 formulas, 5,656
samples, and 10,606 labels for approval this year.
Last year 4,682 formulas, 4,834 samples, and 12,485
labels were submitted. The following table indicates
the general increase in the volume of work generated
by the processing of formulas by the Alcohol and
Tobacco Tax Division:

F las app dor

Formulas 1955 19656 Percent

change
Rectified produets. ... ..ol 925 1,203 +30.1
Wine 198 259 +30.8
Nonbeverage products and medicines..... 2,452 2,671 +8.9
Spacially denatured spirits products. — ) 4,551 -2.8
Total 8,257 8,684 +5.2

. LEGAL AND
LEGISLATIVE
ACTIVITIES

Chapter 6

The legal work of the Service is performed in the
Office of the Chief Counsel. In the technical area,
the Chief Counsel renders opinions to officials of the
Service on substantive legal questions. The legal
staff prepares drafts of proposed regulations imple-
menting the tax laws and participates in the rule-
making process involving these regulations. The
Office also contributes greatly to the Treasury De-
partment’s legislative program (see p. 45). For a
discussion of the regulations program, see Chapter 1,
page 7. .

In the litigation area, the Chief Counsel repre-
sents the Commissioner in trying and helping to settle
cases docketed in the Tax Court of the United States.
The legal staff also furnishes advice relating to re-
fund litigation, collection litigation, criminal en-
forcement, alcohol and tobacco tax, and firearms
matters. Statistics on legal activities are shown in
tables 1825 on pages 134 to 136.  Criminal prose-
cution cases, legal services in the collection litigation
area, and legal work in alcohol, tobacco, and fire-
arms matters are shown under Chapter 4, Enforce-
ment Activities. Important court actions are re-
ported in the Appendix beginning on page 99.

SLIGHT INCREASE IN CASELOAD INVENTORY

Caseload receipts in the Chief Counsel’s Office
during 1966 were 27,215, down 1,885 cases from
1965. The disposals of total caseload were 26,270,
a decrease of 1,281 from 1965. At the end of the
year the pending total caseload was 23,793, an in-
crease of 945.

THE GOVERNMENT SUCCEEDS IN MAJORITY OF
CIViL CASES

The Supreme Court rendered decisions in six re-
fund suits during the year (one opinion covered
three related cases). The Government's position
was sustained in four of the decisions. The tax-
payers won the other two cases. The Supreme
Court decided three cases originating in the Tax
Court against the Commissioner and remanded a
fourth case after enactment of legislation which
provided special relief for the taxpayers.
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CASE DISPOSALS BY OFFICE OF CHIEF COUNSEL

sals Increased in Tax Court, Enforcement Litigation,
12, wnm 'ﬂsﬂ Refund, But Declined in All Other Areas .

NUMBER OF
CASES

111,494

TOTALS
1965 27,581
1966 26,270

CHANGE  —4.6%

1,277 1463 1 208 1,360 1,363

IR

Collection Tax Alcohol En!memunt Refund Other
Titigation Court and
tobacco tax

The Government won, in whole or in part, 311 of
the 373 decisions rendered by the circuit courts of
appeal in civil tax cases (exclusive of collection
litigation and alcohol and tobacco tax legal matters).
See table 21, page 135.

The record of Government wins, losses, and
partial wins in the trial courts (Tax Court, Court of
Claims and U.S. district courts) follows:

Trial court cases won, lost, or partially won by the Government

Tax Court Court of Claims | District Courts
Actjon

1965 | 1966 | 1965 | 1966 1965 1966

Won.. 235 07 40 37 25 2w
Lost.. 79 13 17 145 159
:ll’lilll wo 179 150 15 4 45 42
reel n
‘vmn“ " 83 82 81 n 64 €5

In the trial or settlement of cases in the Tax Court,
proposed deficiency assessments totaling $327.3 mil-
lion were successfully defended. In refund suits in
the Court of Claims and the U.S. district courts, the
Government’s position in $47.8 million of amounts
claimed for refund was successfully defended. A
total of $375 million of revenue was thus saved for
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the Government in these cases. At the end of the
vear, $1.6 billion was involved in taxes and penal-
ties being contested in trial courts (see table below
and tables 18 and 20, pp. 134 and 135./

Taxes in litigation

(tn thousands of dollars}

Tax Court
Refund

Stat; Total litigation
tatus Oeficiancies | Overpay-
ments.

PendingJuty 1. ... 1,454,208 | 1,032,862 } * 57,302 364,044
R d - 690, 855 5§38, 533 16, 555 135,767
- 562, 812 447,843 , 94,095
.| 1,582,250 [ 1,123,551 52,983 405,716
375,078 310,121 17,155 47,802

Ponding June
Amount saved__.

TORT CLAIMS DECREASE

The Service acted on 167 administrative claims
for damages resulting from negligence of Service
employees acting within the scope of their employ-
ment under the Federal Tort Claims Act, compared
with 201 such administrative claims disposed of last
year. The Service assisted the Treasury Depart-
ment in drafting its regulations under the Military
Personnel and Civilian Employees’ Claims Act of
1964. After the issuance of these regulations, the
Service acted on 18 claims under this Act.

An administration bill, H.R. 13650, which has
passed both Houses of Congress, will become law
next year! This bill amends the Federal Tort
Claims Act to require tort claims, regardless of
amount, to be submitted to the administrative
agency concerned for consideration before suit may
be instituted, and provides the agency with authority
to dispose of claims up to $25,000 in amount. The
agency may settle claims for amounts over $25,000
with the approval of the Attorney General. This
bill undoubtedly will result in a substantial increase
in the number and dollar amount of tort claims to be
handled by the Service.

REVENUE LEGISLATION ASSISTANCE PROVIDED

The Service continued to play a significant role
in the development of legislation relating to internal
revenue matters by providing technical assistance to
the other offices of the Treasury Department, to the
committees of the Congress concerned with tax mat-

! Enacted as Public Law 89-506, July 18, 1966, effective
January 1967.
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ters and, on occasion, to other executive agencies.
This technical assistance was performed by many
means but principally by (1) preparing information
reports, technical reports, drafts of bills and accom-
panying technical explanations, and other data relat-
ing to legislative matters, and (2) attending public
hearings and congressional committee meetings.
Much of this activity was directed toward legislation
which was enacted by the Congress during the year
or was still pending at the close of the year.

To assist the Assistant Secretary for Tax Policy
in the formulation of the Treasury Department’s
legislative program, the Service carried out a num-
ber of its own research and study projects to develop
information about tax administrative problems, and
to suggest ways and means of simplifying certain
areas of the tax law and removing unintended bene-
fits or inequities. The Service also considered and
evaluated comments on tax laws and suggestions for
improvements which were advanced by taxpayers
and their congressional representatives.

-Fourteen draft reports and technical memoranda
were prepared for the Treasury Department on legis-
lative proposals in the alcohol, tobacco, and firearms
area. The Service prepared comments for depart-
mental use on 10 other legislative proposals in
connection with alcohol, tobacco, and firearms
functions.

More Effective Regulation Sought Over interstate
Traffic in Firearms

The President, in his message to Congress on na-
tional strategy against crime, recommended the
enactment of S. 1592, a bill to amend the present
Federal Firearms Act so as more effectively to reg-
ulate the interstate shipment of firearms and to
prevent state controls over the traffic in firearms

from being nullified or evaded by interstate ship-

ments. The Service, in preceding years, had ac-
tively assisted in drafting the bill. The Subcommit-
tee to Investigate Juvenile Delinquency of the Senate
Judiciary Committee held hearings on S. 1592 and
the House Ways and Means Committee held hear-
ings on identical House bills (H.R. 6628 and H.R.
6783). After coordination with other interested
agencies, at the request of the legislative committees,
assistance was rendered in drafting language to
revise the bill 5o as to reflect the views and sugges-
tions of members and others interested.

S. 1591 and companion House bills, H.R. 6629

and H.R. 6782, would amend the National Fire-
arms Act by including “destructive devices” such as
bombs, rockets or launching devices within the con-
trol provisions of the Act and by doubling the rate
of each of the taxes now imposed by that Act. As
in the case of the President’s proposals to amend the
Federal Firearms Act, these bills reflect, to a great
extent, the efforts of the Service for several years
to effect needed amendments to the National Fire-
arms Act. The House Ways and Means Commit-
tec held hearings on this proposed legislation at
which the Under Secretary and the Commissioner
appeared in support of the legislation.

Important Legislation Completed During Year

By far the most important enactment during the
year from the standpoint of impact on most tax-
payers was the Tax Adjustment Act of 1966 (Public
Law 89-368). This Act contained a number of
provisions which will have a far-reaching effect on
the collection of the income tax. One of the most
significant features, which resulted from a sugges-
tion made by the Corumissioner at a Cabinet meet-
ing in the Spring of 1965, imposes graduated rates of
withholding of income tax collected at the source
on wages. As a result, the collection of income tax
from almost every wage earner in the United States
will be affected. For many taxpayers, this will
cause the amount of income tax withheld from their
earnings throughout the year to come very close
to equaling their tax liability as ultimately shown
on their tax returns. Thus, while the overall tax
liability of an individual will not be increased by this
provision, the income tax will be collected on a more
timely basis throughout the year.

The Tax Adjustment Act also provided for an
acceleration in the amount of the quarterly pay-
ments of estimated income taxes by certain corpora-
tions. Ultimately, this will bring the affected
corporations into a pay-as-you-go system similar to
that now provided for estimated income tax pay-
ments by individuals. Another significant feature
of the Act was the provision for the postponement of
certain excise tax rate reductions.  Other provisions
related to the combining of estimated self-employ-
ment tax and income tax in the declarations of esti-
mated tax, and to the disallowance of deductions for
certain indirect contributions to political parties,
such as expenses of advertising in convention
programs.
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Another Act which affected tax matters was the
Social Security Amendments of 1965 (Public Law
89-97). Among the more significant tax aspects
of this Act are the provisions relating to an increase
in the social security tax, and the inclusion of tips
as wages for purposes of the social security employee
tax and income tax withholding. Such treatment
of tips will have a widespread impact on people em-
ployed in the service industries, such as waiters, cab
drivers, and barbers.

Eight public laws affecting the Service’s alcohol
and tobacco tax function were enacted. Of par-
ticular interest is Public Law 89-184 which au-
thorizes the Secretary of the Treasury to waive a
statutory bar to the issuance of a license under the
Federal Firearms Act if he determines that such
action would not be contrary to the public interest
and that the applicant would be likely to conduct
his operation in a lawful manner.

A number of other public laws having an effect on
tax matters were enacted during the year, the fol-
lowing being of particular interest:

Public Law 89-212, relating to an amendment
of the Railroad Retirement Act of 1937 and the
Railroad Retirement Tax Act.

Public Law 89-243, the Interest Equalization
Tax Extension Act of 1965.

Public Law 89-352, relating to the exemption of
certain nonprofit corporations operated to provide
reserve funds for domestic building and loan asso-
ciations.

Public Law 89-365, relating to the tax treatment
of certain amounts paid to servicemen and survivors.

Public Law 89-384, relating to the recoveries of
foreign expropriation losses.

Public Law 89-389, providing for the repeal of
subchapter R and amendment of subchapter S of
the Internal Revenue Code of 1954 relating, re-
spectively, to the election of certain partnerships and
proprietorships as to taxable status and the election
of certain small business corporations as to taxable
status.

Several Tax Bills Pending

Some of the more important tax bills which had
been passed by the House at the end of the year and
were awaiting Senate action were:

H.R. 10, relating to limitations on contributions
of self-employed individuals to pension plans, etc.
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H.R. 4260, relating to permission to corporations
to qualify as real estate investment trusts.

H.R. 4665, relating to exploration expenditures
in case of mining.

H.R. 13103, the Foreign Investors Tax Act of
1966. -

Additionally, two bills had been passed by both
the House and the Senate by the close of the year

and were awaiting the approval of the President. .

These bills were H.R. 136, relating to the priority
of liens in bankruptcy, and H.R. 3438, relating to
limiting priority and nondischargeability of taxes in
bankruptcy.!

Legislative Implementations

An important function of the Service, related to
that of assisting in the development of legislation,
is to implement the tax legislation once it has been
enacted. Implementation includes the issuance of
new and amendatory regulations, revisions of tax
return forms and instructions, issuance of publicity
primarily through news or technical information re-
leases, revisions of Service publications, and the issu-
ance of special instructions and procedures to the
field offices. (For a fuller discussion of some of these
programs, see Chapter 1 and the Appendix.}

INCREASES NOTED IN INTERPRETATIVE
ACTIVITIES

Interpretative activities increased substantially
during the year. Cases formally referred to the In-
terpretative Division by the Assistant Commissioner
{Technical) and by litigation divisions in the Office
of Chief Counsel increased from 708 last year to 763
and dispositions increased from 664 to 759. Con-
tinued efforts were made to improve legal services
to the Assistant Commissioner (Technical) by the
use of informal consultation. Written procedures
were finalized to carry out recommendations to this
effect by a study group appointed by the Under Sec-
retary of the Treasury and experimental procedures
were instituted in the informal clearance of revenue
rulings. During the year many areas of substantive
tax problems were extremely active including espe-
cially those relating to insurance companies, exempt
organizations, foreign transactions, cooperatives, and
corporate stockholder relationships.

*Both of these bills were signed into law shortly after the
close of the year,
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LEGAL STAFF DECREASES SLIGHTLY

As of June 30, 1966, the Chief Counsel’s Office
employed 1,251 persons, with 616 attorneys arfd 635
nonattorney employees. This represents a decrease
of six attorneys and an increase of one nonattorney
employee from last year. Attorneys were assigned
to the National Office and regions as follows:

Office
National Office

Number of
attorneys
243

Central Region

Mid-Atlantic Region

Midwest Region

North-Atlantic Region

Southeast Region

Southwest Region

Western Region
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Chapter 7

INTRODUCTION

The important and sensitive overseas affairs of the
Service continued their growth during this year.
Tax modernization teams working in foreign coun-
tries were expanded to 19 during the year from the
17 teams of last year. Tax conventions were nego-
tiated with seven countries during the year with
respect to four new conventions, two protocols sup-
plementing existing conventions, and one conven-
tion to replace the one presently in force.

FOREIGN TAX ASSISTANCE PROGRAM

The Foreign Tax Assistance Program became op-
erative in 1963 honoring a pledge made by the Sec-
retary of the Treasury at Punta del Este in 1961.
The program extends to developing countries of the
free world requested technical assistance in tax ad-
ministration. To insure coordination of the wide
variety of functions included within the program,
the Foreign Tax Assistance Staff, which is respon-
sible for this program, is an organizational part of
the Commissioner’s Office. The Staff’s activities
are conducted in collaboration with the Agency for
International Development, Department of State.

Tax Assistance Teams Increased

Tax assistance teams are established overseas to
help tax officials of foreign governments in devising
and installing modern methods of tax administra-
tion. During the past year, two new long-range
teams were assigned, one in Argentina and the other
in Honduras. As of the end of June, there were 19
teams active overseas. In prior years, teams were
assigned to India, the Philippines, and South Korea,
and in Latin America to Bolivia, Brazil, Chile,
Colombia, Costa Rica, the Dominican Republic,
Ecuador, El Salvador, Guatemala, Nicaragua, Pan-
ama, Paraguay, Peru, and Uruguay. In addition,
agreement was reached to establish a regional office
for Central America and Panama.

A total of 69.long-term advisors are assigned- to
these teams. An additional 44 short-term advisors
were detailed abroad this year for 54 special projects
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in 17 countries. A survey of tax administration
requirements was completed in South Vietnam, as
a prelude to establishing a long-term team in that
country. Final arrangements are also being made
toward assignment of a team in Turkey.

‘Seminar Held for Inter-American Tax

Administrators

A high point of the year was a 3-week, Inter-
American Seminar for Directors-General of Taxa-
tion, held in Washington in the Spring of 1966.
Twenty-seven of the principal tax administrators
from 17 countries participated. This was the first
opportunity for these top level officials to meet and
work together. The immediate objectives of the
seminar were to provide an effective forum for the
exchange of experiences and concepts in tax admin-
istration, and to familiarize the participants with
the Service’s operation in the National Office and in
the field.

As a direct result of this seminar, plans were ini-
tiated to form a permanent association of the prin-
cipal tax officials of the Western Hemisphere. An
organizing committee, composed of members from
Chile, Mexico, Panama, Uruguay, and the United
States, with the assistance of the Foreign Tax
Assistance Staff, has started work on a plan of
organization.

Visits by 319 foreign tax officials from 58 coun-
tries during the year helped to emphasize the world-
wide scope of tax administration problems. Several
officials from the United States participated by invi-
tation in a special conference conducted by the Mex-
ican tax administration for its upper level tax
officials,

Foreign Language Training Programs in Operation

This year marked the beginning of a regularly
scheduled series of International Tax Training
(INTAX) seminars and courses for the officials and
managers of tax agencies of developing countries.
This series, developed jointly by the Foreign Tax
Assistance Staff and Training Division, covers the
development, operation, and management of tax
programs, including audit, collection, taxpayer rela-
tions, training, and data processing. Most of the
courses and seminars held this year were conducted
in Spanish for the 128 persons who attended.

The success of this first year of operation has con-
firmed the desirability of expanding the INTAX

series. Seminars and courses have now been sched-
uled through 1970, and will be offered in French,
English, and Spanish, while special courses are also
scheduled to be given in Portuguese.

Mobile instructor teams, first used last year, were
used this year to furnish intensive on-site audit train-
ing to revenue agents in Bolivia, the Dominican
Republic, and Honduras. The mobile instructor
team concept will be broadened to cover collection
and other areas for future operations.

TAX CONVENTIONS WITH SEVEN COUNTRIES
NEGOTIATED

During the year, the Service participated in 11
negotiations with 7 countries regarding income tax
conventions. Five of the discussions took place in
Washington and six took place abroad. These
negotiations were directed to the conclusion of four
new conventions, two protocols supplementing con-
ventions already in existence, and one convention
replacing an existing one.

Supplementary protocols to the income tax con-
ventions with the Federal Republic of Germany, the
Netherlands, and the United Kingdom were signed
and received the consent of the Senate to ratification
in 1966. The Senate also consented to the ratifi-
cation of a protocol supplementing the income tax
convention with Belgium which had been signed in
the previous year. On December 27, 1965, the
instruments of ratification of the protocol with the
Federal Republic of Germany were exchanged and
the protocol entered into force.

INTERNATIONAL OPERATIONS REORGANIZED TO
KEEP PACE WITH INCREASED INTERNATIONAL
ACTIVITY

Program Activity Broadened

Increased U.S. involvement in international af-
fairs places a comparable increase on the importance
of maintaining effective Service programs to encour-
age voluntary compliance with U.S. tax laws by its
citizens residing abroad and by nonresident aliens
and foreign corporations receiving income from U.S.
sources. To keep pace with this increased inter-
national activity, the Service improved and ex-
panded compliance programs and initiated proce-
dures to improve the administrative provisions of
the 22 income tax conventions and 14 estate tax
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conventions between the United States and foreign
countries. Under the delegation order to act as
the Government’s Competent Authority under these
treaties, the Office of International Operations
(OI0) continued to be active in the administra-
tion of the tax conventions of the United States.

Complex Audit Probl
Area

Involving International

In addition to action required to receive and proc-
ess returns, and collect or refund tax, there was a
full range of audit activity in which approximately
20,000 returns were examined. Approximately $23
million in tax deficiencies and penalties resulted

from these examinations. The examinations in-

volved many complex problems pertaining to in-
ternational taxation. Because of the complexity of
the international provisions of the tax laws and the
special treatment of tax under particular tax treaties,
there was a much greater percentage of requests for
taxpayer assistance in proportion to total returns
filed than are ordinarily received in connection with
the same number of domestic returns.

New Foreign Posts at Rome and Tokyo

New foreign posts at Rome and Tokyo were ac-
tivated during 1966. Nine foreign posts are now in
existence to handle Service affairs in overseas areas.
Prior to 1966, foreign posts were already in opera-
tion in Paris, London, Ottawa, Mexico City, Sao
Paulo, Manila, and Bonn.

To service foreign posts, a cadre of highly quali-
fied persons has been established. Because of their
varied functions, all cadre members are given inten-
sive training courses in all Service functions. In
addition, they attend Department of State orienta-
tion and language courses.  Such training is impor-
tant since these individuals represent the Service in
all functions necessary within their geographic areas.
The representative at Paris was requested to head a
working party within the Organization for Eco-
nomic Cooperation and Development (OECD) in
Europe to investigate the possibility of standardizing
forms and administrative procedures under the
treaties. :

Information was furnished in 328 collateral re-
ports in response to requests by districts, regions, and
National Office components for information needed
from foreign countries in connection with com-
pliance activities of these offices.
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Assistant Commissi (Compliance) Confers
With Foreign Tax Officials

Y

“The Assistant Gommissioner (Compliance) at-

tended the Eiiropean Regional Conference of the
International Criminal Police Organizatidn (Inter-
pol) in Rome, in May 1966. While in "Europe he
took the opportunity to confer with foreign tax
administrators in Rome, Bern, Bonn, Paris, and
London. In addition, he held discussions with
American Embassy officials and Service personnel
stationed in those areas. While in Bonn the Assist-
ant Commissioner presented a 100-year-old income
tax return to the German tax officials for display in
the Tax Museum of the German Finance Academy.

0lQ Realined for Added Functions

The increased activity in the international tax
area coupled with additional functions assigned,
necessitated a realinement of the organizational
structure and functions of OIO. .

Among the additional functions assigned are: (1)
Determining the amount of relief from economic
double taxation under Revenue Procedure 64-54;
(2) functioning as International Coordinator to the
Assistant Commissioner (Compliance) in all matters
in the international area, including recommending
and furnishing guidelines in the international en-
forcement program of the Service; and (3) ac-
cumulating and analyzing data involving foreign tax
laws for use in treaty matters and other aspects of
international transactions involving U.S. taxpayers.

The Research, Tax Treaty, and Technical Serv-
ices Division was created under the realinement to
administer the major portion of these additional
functions.

U.S. Taxpayers Overseas Assisted for 13th Consec-
utive Year

For the 13th consecutive year, U.S. citizens resid-
ing abroad were furnished assistance during the fil-
ing period under the Overseas Taxpayer Compliance
Program. To supplement the four agents assigned
to this program from foreign posts, 18 Service em-
ployees visited 118 cities in 51 countries, plus
Guam and the Canal Zone. A total of 41,000 tax-
payers were assisted.

The Office of International Operations and the
Judge Advocate General of the Army jointly sponsor
an annual military income tax school program in-
volving the instruction each year of approximately
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1,000 servicemen in 10 tax schools in Europe and the
Far East. OIO materially contributes to this pro-
gram by supplying all of the instructors and the
course of instruction for these schools. Tax as-
sistance rendered within the military community by
the graduates of these schools serves the needs of
upwards of two-thirds of our Armed Forces abroad.
Hence, these jointly operated military tax schools
significantly increase the ability of the tax assistance
program to reach Americans wherever they may be
located in the world.

Competent Authority Function on Increase

There has been an increase in the number of issues
that OIO, as the Government’s Competent Author-
ity under tax conventions, has been called upon to
resolve.  An increase in the number of informal in-
quiries received on treaty matters before the cases
have reached the point where they can be referred
to the Competent Authority, gives indications that a
continued increase in Competent Authority cases can
be expected. The number of informal inquiries re-
ceived indicates a definite need for publication of
policies and procedural rules for use in applying for
relief from double taxation. Proposed publications
on this subject are being prepared for consideration
within the Service and by the Treasury Department.

Special Programs Initiated To Identify U.S.
Taxpayers

Various foreign laws and practices in the inter-
national area preclude the use of many of the tax-
payer compliance programs ordinarily used by dis-
trict offices. Sharp increases in recent years of U.S.
persons employed or engaging in business ventures
in foreign countries have necessitated research to
find new approaches to effective taxpayer com-

pliance programs abroad.

One of the problems has been to identify U.S.
persons having an interest in foreign corporations.
Prior to the amendment of section 6046 of the Inter-
nal Revenue Code by the Revenue Act of 1962, very
little information was available on foreign corpora-
tions in which U.S. persons had an interest or about
the U.S. persons who owned them.

During this year, 2,862 additional foreign cor-
porations were identified. This brings the current
inventory of foreign corporations in which U.S. per-
sons have an interest to 29,411, The information on
U.S. persons with an interest in foreign corporations

will be used to identify persons who have potential
tax liability through their investments in these for-
eign corporations.

To promote filing compliance by U.S. persons
residing abroad, a program was initiated to identify
U.S. citizens who apply for or renew passports.
These individuals are requested to complete an in-
formation document, Form 3966, identifying the
office where their tax returns were filed for prior
years. Itis estimated that under the new procedure
approximately 150,000 Forms 3966 will be received
annuaily. Under present plans the information ob-
tained from the program will be utilized for delin-
quency checks through facilities available under
automatic data processing.

Taxes and the Economist

Continuing assistance on complex economic prob-
lems encountered in tax cases is provided by OIO
economists. Such assistance has received increasing
attention and acceptance within and without the
Service. Courts are accepting sound economic ap-
proaches for solving problems relating to section 482
allocation adjustments. This indicates that prin-
ciples of economics are compatible with judicious
administration of tax laws.

Mitigation of Economic Double Taxation

Claims filed for relief from economic double tax-
ation resulting from adjustments made between re-
lated entities under section 482 are being processed
in accordance with section 3 of Revenue Procedure
64-54. Twenty-four claims representing 65 tax
years were received,  These cases involved $6.5 mil-
lion in income adjustments, and $3.4 million U.S.
tax attributable to these adjustments.  Offset claims
totaling $2 million have been filed under Revenue
Procedure 64-54 against the additional tax of $3.4
million.

A related procedure, Revenue Procedure 65-17,
permits the taxpayer to file a claim to repatriate from
the foreign affiliate the amount of the section 482
adjustment without such amount being taxed as a
distribution of earnings and profits from the foreign
entity. Only 8 of the 24 claims filed with OIO
under Revenue Procedure 64-54 also contained
claims under Revenue Procedure 65-17.

The effective period covered by these two revenue
procedures was advanced to taxable vears beginning
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prior to January 1, 1965. This extension is ex-
pected to increase the number of claims filed under
both of the revenue procedures.

Foreign Investments in the United States

Information reported on more than 12,000 Form
1042 returns filed with the Office of International
Operations continues to indicate growth in the
amount of foreign investment in the United States.
While the basic purpose of Form 1042 is to sum-
marize only the nature and amount of income paid
and tax withheld at the source from foreign persons,
the forms also provide Treasury with actual statistics
for use in their fiscal projections as details of the
nature of foreign investment in the United States
is available from nearly 500,000 documents (Forms
10428, 1001, and 1001 (treaty series)) which ac-
company the Forms 1042.

These forms provide OIO with information for
delinquency checks on alien taxpayers. They also
provide the means by which information is sent to
treaty countries to comply with the automatic ex-
change provisions of the treaties. In return, OIO
receives a large number of documents from treaty
countries permitting the Service to verify the report-
ing practices of U.S. citizens receiving income from
foreign sources.
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The following table is an analysis of the tax with-
held from nonresident alien entities:

.I'
Tax withheld from payments to nonresident alien entities of
treaty and nontreaty countries, calendar yedr 1964

Thousand dollars

Number

of infor- | Tax with- | Tax from

Country mation held by foreign

docy- domestic [ govern-

ments with- mentsor | Total

holding with-

agents holding

agents

L1 PO 443,827 | 100,127 20,301 | 120,428
Treaty countries:

Austratia. 2,702 320 |oeene 321
ustria - 944 109 [§) 109
elglum and oversaa territories. 9, 304 1,937 197 2,134
anada. . 171, 606 19,849 908 | 20,757

1,377 122 ™) 122
197
26,108
11,280
2,054
500
2,732
5,972
1,516
67
4,839
2,535
688
3,485
130
3,063
31,329
845
0r1eS. .o oo ---e| 47,809
Nonlreaty countries by Forms 104: 77,408

Treaty and nontreaty countries -h-;'
coupon bond information documents..| 35,326

* Amount too small to report. Included in the totals on the first fine.

PLANNING
ACTIVITIES

®
Chapter 8

EFFECTIVE TAX ADMINISTRATION REQUIRES
EXTENSIVE PLANNING

The size and complexity of the Federal tax sys-
tem make extensive planning a prerequisite for
effective tax administration. Overall program
planning activities are directed at both short- and
long-range needs of the Service and are centered on
the formulation of a comprehensive multiyear plan
reflecting the objectives and resource requirements
for all functional areas.

New approaches to improve the Service’s opera-
tions and to reduce the compliance burden on tax-
payers are developed through an intensive rescarch
effort.  Basic information with respect to the opera-
tion of the tax laws is provided through the statistical
reporting program for use in tax studies and legisla-
tion by the Congress, as well as for the Service’s
own research and planning needs. A continuing
program is conducted for the purpose of reducing
costs and increasing efficiency in the Service’s data
processing operations and other internal systems.

PLANNING - PROGRAMING - BUDGETING SYSTEM
PROVIDES FOR REVIEW OF PROGRAM OBJEC-
TIVES, ACCOMPLISHMENTS, COSTS, ALTERNA.
TIVES

New System Installed To Improve Program
Management

Introduction of a new Planning-Programing-
Budgeting System throughout the Executive Branch
was announced by the President on August 25, 1965.
The new system is designed to improve the quality
of agency planning and resource allocation through
a continuous review and analysis, on a cost/benefit
basis, of program objectives and the various alter-
native means of meeting these objectives.

Provisions for comprehensive long-range opera-
tional and financial planning were established in the
Revenue Service in 1956. A Long-Range Plan has
been prepared and updated annually since 1959 to
provide an overall view of the Service’s long-term
program objectives and resource requirements.
The new PPB System replaces the Long-Range Plan
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with a multiyear “Program and Financial Plan” and
supporting “Programe Memoranda,” which require
more extensive analyses of program objectives, per-
formance, costs and benefits, and alternatives.
However, the experience and capabilities developed
under the earlier system have facilitated the change-
over to the PPB System.

The new PPB System is designed to:

(1) Make available to top management definitive
data relevant to broad decisions;

(2) Spell out more concretely the objectives of
IRS programs;

(3) Analyze systematically and present for review
and decision alternative objectives and programs to
meet these objectives;

(4) Evaluate thoroughly and compare the bene-
fits and costs of programs;

(5) Produce total rather than partial cost esti-
mates of programs;

(6) Present on a multiyear basis the prospective
costs and accomplishments of programs;

(7) Review objectives and conduct program
analyses on a continuing, year-round basis, instead
of on a crowded schedule to meet budget deadlines.

The Program and Financial Plan and the Pro-
gram Memoranda together comprise the Service's
long-range plan and, subject to continuing modifica-
tion and updating, serve as the basis for planning
the general level of operations and the accompany-
ing allocation of resources. For example, the 1966
editions of these two documents describe the specific
program objectives over the period 1968-72 and
will serve as the basis for determination of budget-
ary planning levels for the fiscal year 1968 budget
estimate to be developed during the early part of
fiscal year 1967.

Short-Range Work Plans Are Developed From Pro-
gram and Financial Plan

Another important phase of the Service’s planning
activities is the development of work plans for the
year immediately ahead. These are based on the
Program and Financial Plan and Program Memo-
randa mentioned above but they provide a more de-
tailed breakdown of program objectives and priori-
ties. Current goals, workloads, and performance
measurements for the principal activities are pro-
vided by detailed work planning and control systems
and by integrated reporting systems.
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After enactment of congressional appropriations,
appropriate adjustmems are made in the program
plans for the coming year. Resources to carry out
the programs are then allocated to the vafious activ-
ities of the Service as part of the Operatmg Finan-
cial Plan.

Planning Studies Also Cover Organizational Needs

Organizational planning during the year was con-
centrated on the problem resulting from the transfer
of returns processing and accounting functions from
the district offices to the regional service centers.
While this transfer is being phased in over a period
of years, the eventual result will be a radically re-
duced processing operation in the district offices.
Taxpayer assistance and enforcement functions will
continue to be handled at the district level and, due
to intensive efforts to rcassign and retrain personnel
affected by the transfer, it is expected that no em-
ployees will be involuntarily separated or transferred
on account of these adjustments. However, the
organizational status of the eventually smali remain-
der of returns processing and accounting functions
in the districts remains to be determined. Several
discussions of this problem were held during the year
between national, regional, and district officials,
with particular emphasis on pending legislation to
authorize the direct filing of tax returns in regional
service centers,

Further Increases Expected in Number of Returns
Filed.

Projections of the number of tax returns filed con-
tinue to be one of the more valuable tools used by
officials in making long-range estimates of the Serv-
ice’s workload. The steady, upward trend in the
volume of returns filed has been maintained in re-
cent years and the outlook for continued growth in
the Nation’s population, labor force, and economy
indicates further substantial gains in the number of
returns. An indication of the impact of the ex-
panding economy is shown in the expected increase
in the number of individual returns in the Adjusted
Gross Income $10,000 and over class—a twofold
increase in the 10-year period from 1965 to 1975.

The total number of returns filed during the cal-
endar year 1965 was approximately 102 million,
representing an increase of over 13 million returns
during the last 10 years. Projections recently pre-
pared for long-range planning purposes indicate
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that the number of returns filed will reach 113 mil-
lion by 1970 and will exceed 125 million by 1975.
The accompanying table shows the national projec-
tions for selected types of returns.

Selected types of returns filed in 1965 and projected for calendar
years 1966, 1970, and 1975

In thousands]

Projected

Type of return Actual
1965¢

1966 | 1970 [ 1975

Total returns__._. .|102, 140 |103, 599 {113,473 | 125,030
.{ 66,226 | 68,812 | 74,891 | 82,913

.| 56,792 | 57,942 | 59,850 | 61478
-] 8,433 {10,870 | 15,041 | 21,437

1,477 [ 1,550 1,844 | 2,246
1,297 ) 1,344 1,543 1,818
574 594 801

Individual, total __

AG{ under $10,0002. _
AGI $10,000 and over.

Corparation, total_
Form 1120, total

Assets under $50,000. 682
Assots 50,000 under $1 687 767 906
Assets $1,002,000 or more._ 79 82 9 m
Form 11208 160 184 270 387
Form 1122__.. 20 23 3t 41
. 22,368 | 22,734 1 24,362 | 26,511
Albothers®. .. 12,069 { 10,503 [ 12,376 | 13,360

1Data by size class are estimated.

2 |n gddition to Forms 1040 and 1040, mclude: Forms 1040C, B, NB, NBa, PR, and SS.

3 |ncludes Forms 1120 with assets not reports

4includes indi tidual declarations, cnrpavatmn declammns partnership, estate, gift,
exempt organization, special occupation, fiduciary, and excise tax returns, and Forms

7004 and Tentative 1120 and M and 1042 -

DIVERSIFIED RESEARCH PROGRAM EXPLORES
ADMINISTRATIVE PROBLEMS

The Service’s advanced research program was di-
rected toward exploring a broad spectrum of admin-
istrative problems inherent in a large and changing
tax structure. Studies related to broadening and
improving the coverage of the information reporting
system and sample surveys of compliance in the re-
porting of various specific types of income were un-
dertaken as possible means to improving taxpayer
compliance.

Indicative of its expanding activities, the research
staff was increasingly called upon to assist the Treas-
ury Department in developing its legislative program
and in pinpointing the alternative administrative
costs and benefits under current tax laws compared
with various legislative proposals.

Graduated Withholding System s Developed

Alternative plans of withholding of income taxes
from wages were examined in order to design a sys-
tem of graduated withholding which would more
effectively synchronize withholding with actual tax
liability. This system of withholding, which was en-
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acted as part of the Tax Adjustment Act of 1966,
will minimize the burden on taxpayers of additional
yearend payments because of underwithholding as
well as reduce hardships for many low-income tax-
payers due to overwithholding.

In place of the prior flat 14-percent withholding
rate, the new graduated withholding system provides
for withholding at six graduated rates. These rates
will bring withholding closely in line with the actual
tax due on wage income up to the level of $12,000
for single taxpayers and up to $24,000 for married
couples, whose deductions are approximately 10 per-
cent of income or who take the minimum standard
deduction. These income levels encompass the first
nine tax brackets and rates in the tax rate schedules
for single and married persons. For people above
this income level with deductions of approximately
10 percent of income, withheld and actual taxes
will be more closely related than under the previous
system. Moreover, the minimum standard deduc-
tion is now reflected in the new withholding system
through an increase in the value of the personal
exemptions for withholding purposes and a zero with-

.holding rate on $200 of wages on an annual basis.
This change will appreciably reduce overwithhold-
ing for those employees who use the minimum stand-
ard deduction, particularly those with income fall-
ing in the first two income tax brackets.

Under the new system, it is estimated that the
number of returns with overwithholding will drop
from 39.8 to 32.7 million, the number with under-
withholding will decrease from 12.5 to 9.7 million,
while the number of “break-even” returns (with
withholding within $10 of lability) will increase
from 10.8 to 20.7 million. In terms of estimated
dollar amounts, the new graduated withholding sys-
tem is expected to reduce overwithholding by $800
million and also reduce underwithholding by $1,105
million.

Information System Studies Promote increased
Use of ADP Facilities

In connection with improving the information
system, several studies were directed toward facil-
itating the integration of information document
programs with the increasing capabilities of the Serv-
ice’s automatic data processing system. Prominent
among these were studies designed to: (1) Deter-
mine what changes need to be made in the dividend
reporting rules in order to secure compatibility be-
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tween data on income tax and information returns;
(2) develop methods to facilitate and stimulate
better compliance with the taxpayer identifying
number requirements on information documents by
both payees and payers; (3) develop more efficient
and effective approaches to matching information
documents to tax returns; and (4) extend the infor-
mation reporting system to cover amounts paid to
recipients of agricultural program payments by the
Department of Agriculture.

One result of the latter study was an agreement
whereby the Department of Agriculture will provide
the Service with information returns on magnetic
tape covering payments made to farmers under the
major agricultural conservation and commodity
stabilization programs.

Sample-type studies were undertaken to estimate
the degree of taxpayer compliance in reporting
specific types of income, including: (1) Capital
gains from the sale or exchange of corporate securi-
ties; (2) interest income from the redemption of
Series E savings bonds; (3) dividend and interest
income shown on information returns; and (4)
wage income from domestic employment.

Measurement of Taxpayer Compliance Aids in .

Program Evaiuation

To permit more effective program design and
evaluation, and to meet the demands for a long:
range research program which would further the
objectives of long-range planning and other tax ad-
ministration requirements, the Service has imple-
mented a Taxpayer Compliance Measurement Pro-
gram (TCMP). TCMP is gathering new data in
three tax administration areas: (1) Delinquent ac-
counts; (2) delinquent returns; and (3) individual
returns filed. Plans are being developed to cover
corporate returns filed. Outputs from 1963 delin-
quent accounts and delinquent returns programs
have been tabulated and analyzed. Field audit
work for the 1964 individual returns filed program
has been completed, and its output tabulations are
scheduled to begin in the carly part of fiscal year
1967. The 1966 programs of delinquent returns
and individual returns filed are in operation. Ad-
ditionally, a new segment of the delinquent returns
program covering farm operators has been planned
for the Central Region in 1967.

Tangible results have already been obtained from
the 1963 delinquent accounts and delinquent re-
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turns programs as described in last year's report.
Additional benéfits from the delinquent accohnts
study are planned in fiscal year 1967 through the use
of master file processing controls to reduce the time
spent by field collection personnel in handling small
delinquent accounts. Approximately 70,000 ac-
counts will be processed under the new procedure in
fiscal year 1967, releasing about 70 productive man-
years for other work. The delinquent returns
program results have been put to further use in
designing a procedure for effective use of master
file information to increase the productivity of rev-
enue officers in canvassing operations.

In anticipation of the availability in fiscal year
1967 of TCMP data from individual returns filed,
the Service has started a new research project to use
mathematical techniques to develop a more effective
ADP procedure for selecting from the 66 million
individual returns filed annually those most urgently
in need of examination. Utilizing previous research
data, two selection (discriminant function) formulas
have been developed for selecting low-income single
proprietor returns, and a field test has been installed
to ascertain the effectiveness of these formulas in
cornparison with existing selection procedures.

If present expectations are realized, the ADP
selection via the formula approach would increase
the effectiveness of a given size audit staff by: (1)
Reducing the proportion of examined cases resulting
in no tax change; (2) increasing the average tax
change resulting from audit; and (3) substantially
reducing the manual returns classification require-
ments,

Expected short-run operational benefits from
TCMP can be summarized as: (1) Establishing the
extent of potential cost reduction from revised
collection programs based on greater use of data
processing procedures and lesser use of enforcement

_ manpower; (2) determining the adequacy of the
" Business Master File as a delinquent returns check;

(3) disclosing pockets of delinquent returns noncom-
pliance for systematic followup by enforcement per-
sonnel, educational programs and other indicated
tax administration methods; and (4) developing an
effective ADP selection procedure for more than 66
million individual returns filed annually. In addi-
tion to the increased efficiency expectations outlined
above, TCMP will help clarify overall tax adminis-
tration needs by providing new data indicating the
sizes of the various kinds of tax-return-filing delin-
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quency problems among farm and nonfarm business
taxpayers, and the tax error problems of both indi-
vidual and corporate income taxpayers.

Over a longer period, TCMP will indicate
whether the current levels and methods of tax ad-
ministration are reducing, increasing, or maintain-
ing the willingness and ability of taxpayers to comply
with the Federal tax laws.

Administrative Implications of Present and Pro-
posed Tax Laws Are Evaluated

An analysis of information reporting provisions
of the Internal Revenue Code, with a view toward
identifying areas that might benefit from amenda-
tory legislation, is indicative of the type of analysis
the research staff was requested to furnish in order

" to improve tax administration, As a means of ad-
ministratively reconciling relations with foreign tax
entities, researchers developed procedures for Serv-
ice certification of evidence of U.S. residence for
withholding on foreign-source dividends subject to
withholding, and conducted a study to determine
the ownership characteristics of resident foreign
corporations.

In connection with consideration of proposals for
possible inclusion in the Treasury Department’s
future tax legislative recommendations, the research
staff furnished analyses and comments on the ad-
ministrative aspects of such proposals.

e

Statistical Reporting Provides Data for Tax Studies
and Other Research Purposes

During 1966 the Internal Revenue Service con-
tinued to prepare statistics for use in analyzing the
operation of the Federa] tax system for both revenue
estimating and tax research purposes. Input data
for these statistics were derived from samples of the
tax returns filed during the year. Substantial cost
benefits are realized by utilizing tax returns as basic
source documents to obtain information on sources
of income, deductions, assets, and liabilities, and sig-
nificant characteristics of taxpayers. As a useful
byproduct of the tax-reporting process, these statis-
tics provide a financial profile of taxpayers and also
supply financial and economic data used in the
preparation of the National Income and Product
Accounts and in research conducted by other Gov-
ernment agencies, businesses, private research orga-
nizations, and universities. The data are published
in the Statistics of Income series as required by sec-

231-681 0—66—-3
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tion 6108 of the 1954 Internal Revenue Code. A
list of these reports published during the year may
be found on page 107. A few summary statistics re-
lated to topics covered in these reports follow.

The 1963 Individual Income Tax Return Report
contains data on sources of income, exemptions, and
tax items, presented by States and for the 100 largest
standard metropolitan statistical areas. The State
tables show, for example, that one out of every four
individual tax returns filed was from California,
New York, or Pennsylvania. These States ac-
counted for 31 percent of the individual income tax
reported. Of particular interest in the report for
1964 individual income tax returns is that while ad-
justed gross income in 1964 amounted to $397 bil-
lion, an increase of almost $28 billion over 1963,
income tax after credits dropped over 2 percent from
1963 to a little more than $47 billion. This was
due to the lower tax rates effected by the Revenue
Act of 1964. Another statistic of the 1964 report
worthy of comment is that the number of returns
with itemized deductions declined by 1.3 million
returns from 1963. The decline reflects the pro-
vision of the 1964 law which introduced a new min-
imum standard deduction. Prior to the law change,
the proportion and number of taxpayers itemizing
deductions had been increasing.

The table on page 58 presents, for a 5-year period,
some of the overall summary information contained
in the Statistics of Income reports for individual
taxpayers.

The 1963 Corporation Income Tax Return Re-
port reflects several “firsts” attained by U.S. indus-
try. U.S. corporations for the first time reported
receipts of $1 trillion on their income tax returns.
Profits before taxes reached a record $54 billion and
cash distributions to stockholders exceeded $21 bil-
lion, another high. The investment credit claimed
by corporations in 1963 rose to $1.1 billion, up 33
percent over 1962, the first full year for which the
credit was allowed, when $834 million was claimed.

The U.S. Business Tax Returns Report for 1963
presents, for the first time, data on the use of the
investment credit provisions of the law, by both
corporate and noncorporate businesses. For 1963,
investment credit reduced total income tax liability
by nearly $1.4 billion. Other new data, which
measure the effect of a recent change in the law,
are for deductions claimed by sole proprietors on
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Individua! income tax returs: Number of returns, sources of income, and itemized deductions

Income year
lem
1960 ' 1961 ' 1962 ! 1963 7 ' 1964
A. Number of returns (Thousands)
Alt Individusal returss, total, 61,028 61,459 62,712 63,943 65, 376
48,061 48,583 50,092 51.323 51,306
ek 12,867 12,917 12,620 12,620 14,069
Returns with itemized ions, total. 24,083 25,262 26,451 28,154 26,910
22,185 23,258 24,351 25,828 25,008
Nontars 1,898 2,004 2,100 2,32 1,500
Relurns with standard ions, total 1. 36,945 36,238 35,261 . 35,789 38,466
bl 25,876 25,325 25,741 25,495 25,297
firs 11,069 19,913 10,520 10,294 12,169
il Sources of income (Million dollarsy

Adjusted gross income, total. 315,466 329, 861 348,701 368,778 396, 660
257,918 266, 902 283,373 299,443 323,266
fl:ll:l'l:::s":gr;"::d prafession, 21,012 22,630 23,925 23,8712 25,628
Dividends in adjusted gross incofne 3 g gg;) g ggg l(7), gg 1;, ;.’lxg }'1’,!11%;
I‘ntm:l u:a-avnd yE ‘7‘: 9‘? gm 2' g}g ?, ;g;

tal gai: . 5,300 ,62 3 3 g
8:;:1. In.::::a 7,524 8,187 8,491 19,037 38,085

C. Iterized deductions (Million dollars)

Itamized ions, total 35,313 38,391 41,661 46,053 46,832
Taxes. . 10 526 . 13,045 14,071
10,274 12,457
o 6 750 }Nt‘:t lldbll- é,g;g Noltkhdhn. ;'(3”2);

8 d denta! expense. 5,219 ated. 3 lated. "
gl‘he‘?‘ uctions. 4402 4 4,882

Note.—Returns classified as taxable sre those teporting income tax after credits.
l Includes returns with no adjusted gress income,
or 1960-63, reduced by sick ply exclusion and certain employee business expenses.

Fo 1!64 gross salarles ere show

3 Excludes dividends and Immst raported on Forms 10404, end for 1961, exctudes

their tax returns for contributions to self-employed
retirement plans.

The 1962 Fiduciary, Gift, and Estate Tax Returns
Report presents extensive data on these three little-
known kinds of Federal tax returns—all related to
personal wealth. The 1962 report continues the
classification of estates by size of gross estate -and
presents a new classification by size of economic es-
tate; that is, gross estate less debts and mortgages.
Also new in the report are separate figures on funeral
expenses and the various administrative expenses.

The 1960 Supplemental Report on Depletion
Allowances for Mineral Production Reported on
U.S. Tax Returns completes a study initiated in
1962 to provide background material on the opera-
tion of the depletion provisions of the Revenue Code.
The report contains information on the composition
of depletion allowances, income, and expenditures
related to mineral production.  Statistics are shown
for various minerals and statutory percentage deple-
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certain Forms 1040 with less than $200 o dividends of Interest.

+Reduced by self-employment pension deduction of $19,483,000.

s Reduced by sick pay exciusion of $522,233,000, emplnyee maving expenses of
$92,635,000, umpla{nu buxmass expenses of $2,238,028,000, and self-employed
pension deduction of $26,383 01

tion rates, industries, operating and nonoperating
interests, and foreign and domestic properties.

Tax Models Yield Data Needed for Legisiative
Changes

The Service is continuing to make extensive use
of Statistics of Income tax models for tax research.
The 1962 model which is based on a sample com-
prised of 100,000 individual income tax returns was
developed to provide fast and reliable estimates of
the revenue effect of changes in tax laws and their
administration. The model was used extensively in
making estimates of revenue that would be received
under varying graduated withholding rates on sai-
aries and wages. These model estimates laid the
groundwork for Code changes which were effected
by the Tax Adjustment Act of 1966 (Public Law
89-368).

A model based on individual income tax returns
for 1964 is being designed to provide more up-to-

T————

{ computation.
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date base data and more flexible manipulation and
tabulation possibilities. The model tape file will
contain a sample of 95,000 returns (stratified by size
of adjusted gross income) from the population of
66 million individual income tax returns filed for
1964. The file is a subsample of the regular 470,000
returns used to produce Statistics of Income. The
data record consists of 67 items from the individual
return form—virtually all of the income, deduction,
exemption, and credit information required for tax
In addition, codes indicate such cs-
\ sential characteristics as sample class, ﬁhngj_x;_mct
form of deduction, marital status, a.nd the Us€ of cer=-
tain special provisions of tax law.

Studies Undertaken for Other Agencies

Under the terms of sections 7515 and 7809 of
the Internal Revenue Code as amended by Public
Law 87-870, the Service continued to undertake
special studies on a reimbursable basis. During the
year, 12 projects were completed, with the estimated
cost of the projects ranging from $300 to $7,100.
The major users have been other Federal Govern-
ment agencies, State and local government agencies,
universities, private individuals, companies, and re-
search organizations. In addition, 69 requests for
material from the Source Book of Statistics of In-
come were filled, consisting of approximately 850
photostats or microfilm prints and 78 rolls of
microfilm.

Statistical Processing Operallons Transferred to
Data Center

Many of the activities that relate to the Statistics
of Income program are now being performed at the
Detroit Data Center. Beginning January 1, 1966,
the Center started the clerical -processing of the
Statistics of Income sample of Forms 1065, 706,
709, 1041, 1120L, and 1120M. In addition, the
processing of the data from all returns used in the
Statistics of Income sample will be handled on com-
puters located at the Data Center. Thus, on some
of the returns used in 1965 Statistics of Income,
data will be edited, keypunched, checked, and tabu-
lated all at one central location. This centralization
of activities is expected to result in several benefits.
Whereas, in the recent past, the various computer
tests for statistical consistency in the data for each
return were carried out at a site far removed from
that at which the editing had taken place, these tests
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can now be made at the same location as the editing
and, where necessary, the returns can be used to
check out questionable items. This should help to
produce better quality data and perhaps shorten the
processing cycle, thereby permitting the sample re-
turns to be sent back to the district offices earlier for

audit and other uses.
-

SYSTEMS DEVELOPMENT CONTINUES EMPHASIS
ON OPERATIONAL IMPROVEMENTS

Good progress was made during the past year on
a number of developmental projects directed spe-
cifically toward reducing ADP systems’ costs and in-
creasing operating efficiency. Major attention was
given to projects relating to input preparation, a
process which represents the largest single item of
cost in the Service’s total ADP operations. Con-
currently, work was continued in developing im-
proved management information systems and in
furthering plans for designing a conceptually new
ADP system capable of satisfying needs not met by
the present system.

Lower Cost Inpyt Methods Are Tested

In dealing with the problem of finding more eco-
nomical and efficient ways for converting input doc-
uments to a form acceptable for computer process-
ing, input documents are grouped into two broad
classes: (1) Those which may be received in
machine language without human transcription ; and
(2) those which require human transcription.

(1) Machine-language inputs.—Analysis and
evaluation of the results of the pilot magnetic tape
reporting program was completed.  Under this pro-
gram, a small number of payers submitted 1964
Forms W-2 and 1099 information on magnetic tape
on an experimental basis. The ‘test proved the
practicability and advantages of this form of infor-
mation reporting and led to the establishment of
an operational tape reporting program beginning

. with 1965 payment information filed in calendar
year 1966. Approximately 18 million Forms W-2,
1099, and 1087 were filed on magnetic tape by pay-
ers under the new program and this number is ex-
pected to double for the succeeding payment year.

Progress was also made on projects directed to-
ward developing systems for handling several types
of high-volume documents which lend themselves
to magnetic. tape conversion through the use of
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optical scanning devices. Specifications were de-
veloped for a scanning system,designed to handle
documents prepared within the Service and which
can be printed or typed under controlled conditions.
These documents are primarily taxpayer bills and
other notices which are returned to the Service and
are then reentered into the master file processing
operations. A relatively simple and inexpensive
optical scanning device can be used to read these
documents. “An invitation to propose such equip-
ment for the Service’s consideration was issued on
July 27, 1965, to manufacturers of this type of equip-
ment and several proposals were received in Sep-
tember 1965. Evaluation of these proposals led
to the selection of a single-font scanning system for
use in a pilot operation to be conducted at the South-
east Service Center beginning in September 1966.
If the test is successful, plans will go forward for the
acquisition and installation of additional scanners
for other service centers. Substantial savings can be
expected to result from elimination of the need for
key punching and key verifying the documents
involved.

Another set of specifications was developed for a
scanning system capable of handling a large segment
of the approximately 200 million information re-
turns (Forms W-2, 1099, and 1087) which will be
filed annually on paper forms rather than magnetic
tape during the coming years. A more complex
scanning device is required to handle these forms
since they are ordinarily prepared on a variety of
printers or typewriters, without Service control of
the imprinting.  An invitation to bid on such a sys-
tem was issued to manufacturers in March 1966,
with proposals due to be received in July 1966. As-
suming that a selection of a supplier is made, 2 pilot
operation will be conducted at the Southeast Service
Center beginning in September 1967. As in the
case of the single-font scanner, results achieved dur-
ing the pilot operation will determine whether or
not additional systems will be acquired for the other
service centers.

(2) Inputs requiring human transcription.—
This class of documents contains principally tax
returns which are not suitable for magnetic tape
reporting or direct optical scanning because of com-
plexities of content or format. A request for pro-
posals for furnishing equipment to the Service for
the initial transcription, verification, and conversion
to tape of data contained on returns was issued on
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December 17, 1965. Ten manufacturers sub-
mitted proposals in April 1966. Evaluation of
these proposals and selection of a supplier (assum-
ing one is sclected) would lead to the installation
of pilot equipment in January 1967 for, testing at
the Southeast Service Center. If justified by test
results, a complete system would be installed and
put into operation in the Southeast Service Center
during the Fall of 1967. The decision to replace
the present system of key punching and key verify-
ing tax returns will not be made unless the new
system can achieve a substantial reduction in man-
power requirements, sufficient dollar savings to re-
cover the cost of new equipment within two to three
years, and a substantial reduction in the floor space
now allotted to transcription.

improvements Sought in Management Information
Systems

Projects in this area continued to move forward
during 1966. Steps were taken to effect improve-
ments in systems established in’the prior fiscal year
and to expand these systems to accommodate addi-
tional functions. This was particularly true with
respect to information systems serving the appellate,
legal, administrative, and IR-Manual activities.

(1) Appellate and legal information systems.—
The principal development during 1966 was the
perfecting of a comprehensive automated reporting
system for appellate nondocketed cases. This sys-
tem has been tested and will become fully opera-
tional for 1967. It produces statistical tables which
will replace both the manually-prepared statistical
reports previously submitted by the appellate branch
offices and unpublished and published analytical
tables hitherto prepared manually in the National
Office. The appellate nondocketed case reporting
system also produces legal issue tables consisting of a
listing of cases by issues, with a summary by major
issue categories of receipts, disposals, and inventory
in terms of cases, work units and dollars; a listing of
cases by offices and case numbers; and a cumulative
list of closed cases by issue. It also provides a utility
table for nonrecurring reports as nceded. A task
group of representatives of Planning and Research,
Data Processing, Appellate, and Chief Counsel have
also developed a comprehensive integrated reporting
system for docketed cases, which will measure out-
puts for both Appellate and Counsel, replacing all
manually-prepared reports and statistics. It also
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will expand and improve the existing legal-issue
tables on docketed cases. Considerable further de-
velopmental work will be required before this system
can become operational.

(2) Personnel and payroll system.—A recom-
mendation for the installation of a computer-based
system for meeting personnel management in-
formation and related operational requirements was
approved this year. The recommendation includes
a provision to integrate the input processing of per-
sonnel and fiscal data to provide the advantages
available through the use of a single input source.
Approval of the plan for development and the
allocation of necessary funds led to the establishment
of a work group which will develop the system re-
quirements and prepare the procedures necessary
to test and install the new system. A pilot operation
will first be undertaken in one of the regions prior
to Servicewide implementation. Further informa-
tion about this system will be found on p. 69.

(3) IR-Manual Index.—This project, designed
to develop a system that will make access to Internal
Revenue Manual material more complete and rapid,
has progressed to a point where feasibility of apply-
ing the Key-Word-in-Context (KWIC) indexing
techniques has been established. This technique de-
velops a computer-produced alphabetical index -of
key subject words and provides for complete identi-
fication of manual locations of the subject matter
being searched. During 1966, a KWIC index for
IR-Manual, Part I (Administration ), was prepared
and distributed for testing. Reaction from all re-
gional and National Office officials was generally
favorable and additional indexes will be prepared
for the remaining parts. Once established, the sys-
tem will provide for periodic updating of each sec-
tion.

Plan Is Developed for Future ADP System Study

A study plan was developed during 1966 which
specifically describes the approach to be taken in
identifying information requirements and process-
ing functions necessary to administer and enforce
the tax laws and regulations. These requirements
and functions correlate directly with tax administra-
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tion program and operating objectives and are the
basis for determining the degree to which advanced
technology available in the data processing field
should be built into an ADP system designed to meet
these objectives.

The study plan distinguishes between two classes
of objectives: Those which are systemic by nature,
i.e., they relate to the procedural and performance
aspects of the system and have to do with such ele-
ments as requirements for processing speeds, acces-
sibility of data, facility to disseminate information
and response time; and those which are program-
matic by nature in that they are oriented toward mis-
sions of the Service. These include objectives pres-
ently being met by the master file system and several
not now being met but worthy of consideration as
desirable goals. . The latter would provide for (1)
integration into the master file system of information
required to satisfy management and statistical re-
porting needs; (2) indicators needed to show the
status of accounts with respect to such legal and
technical functions as appeals, litigation, interpreta-
tion, and special investigations; (3) access to tax
account and tax-base data which might be useful
in carrying out taxpayer assistance functions; and
(4) uniform procedures for meeting the Service's
obligations under Federal-State -interchange pro-
grams.

Analyses of the total system information require-
ments, in terms of characteristics of the data, sources
of data, and processing steps required to transform
these data into the desired form, together with the
attendant time constraints, will form the basis for
the development of system specifications. This re-
finement and synthesis of requirements will then
permit a determination of the extent to which avail-
able technological developments in the data process-
ing and communication fields will contribute to
meeting the overall objectives of the contemplated
system.

The study plan proposes that the first phase of the
project, that of identifying and describing system
objectives and data requirements, be assigned to
functional task forces which will generally follow ex-
isting organizational lines. Organization and
activation of these task forces is planned for 1967.
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SERVICE EXCEEDS 1966 COST REDUCTION GOAL

Managers and supervisors throughout the Service
made concerted efforts during the year to improve
the efficiency of programs and operations and to in-
sure that maximum results were obtained for every
dollar spent. The theme of personal stewardship of
public funds and excellence in the public service has
become an accepted “way of life” within the Serv-
ice. Application of this theme is continually being
demonstrated in seeking out methods and means for
doing work better at the same or less cost. The
Bureau of the Budget directive that “Government
business will be conducted in accordance with the
same exacting standards that apply to the most ex-
pertly managed private business” is accepted as a
challenge for further improvement by Service
officials.

Specific actions taken to improve efficiency and
reduce costs resulted in tangible savings of $14.4

_million—nearly 12 percent over the goal ($12.9

million) established at the beginning of the year.

Future Cost Reduction Goals Reflect Continuing
Increases

The previously established cost reduction goal for
1967 of $13.0 million has been revised upward to
$14.5 million, to reflect a continuation of the out-
standing accomplishments in 1966.

Looking ahead another year, the Service is pro-
jecting anticipated savings of $14.6 million in 1968
from cost reduction and management improvement
actions to be taken in 1967 and 1968. Since pro-
jected savings are deducted in advance from Service
budget submissions, managers and supervisors are
continually challenged to effect improvements and
economies which will permit them to carry out ef-
fectively their assigned responsibilities with limited
resources.

Categories of Reported Savings

Actions aimed toward improving efficiency and
reducing costs are grouped for reporting purposes
under four broad categories. These categories, and

MANAGEMENT ACTIVITIES

the savings accruing in 1966 under each, are indi-
cated below:
1966 savings

Category (in thousands)
Increased productivity and efficiency - _ $3,598
Substitution of less costly alternatives_.__________ 4,547
Continuing management programs (incentive
awards, reports, positi ) 4, 507

Special di reducti ( led expendi
tures) 1,763
Total 14, 415

Within these broad categories, many individual
actions are involved, ranging from employee sug-
gestions to management studies of broad scope and
complexity. Specific examples of individual actions
completed and implemented are described below
and elsewhere within this report.

Use of ADP To identify. Returns in Need of Audit
Action

Computers in regional service centers are pro-
gramed with criteria to identify income tax returns
having characteristics that indicate audit potential.
The returns so identified by the computer are then
manually inspected to select those most in need of
audit. Computer classification greatly reduces tech-
nical time needed in selecting returns for audit. -

In 1966 approximately 13 man-years or $102,000
were saved with five regions participating in the pro-
gram. Increased savings are anticipated in 1967,
when the program is scheduled to become opera-
tional nationwide.

Organization Structures Streamlined

During the year a number of changes were made
in the alcohol and tobacco tax organizational
structure in the field to promote efficiency and
economy in operations. Branch offices at Buffalo,
N.Y.; Charleston, W. Va.; Omaha, Nebr.; and
Milwaukee, Wis., were closed following determina-
tions that the effects of these actions would not prove
detrimental to alcohol and tobacco industry opera-
tions or law enforcement activities.

The plan to consolidate local office collection
force organizations into one or two central organiza-
tions for each district was continued during the past
year. Over 80 such consolidations were made result-
ing in savings of 86 man-years and $590,000. In
addition, processing work is being shifted to one
or two central locations in each district where the

advantages of bulk processing will be realized. Since
the duties connected with contacting taxpayers have
not been removed from these local offices, the serv-

-ice offered by them to the taxpayer has not been

reduced.

Expanded Temporary Assistor Staffing

Limited tests started in 1965 were expanded dur-
ing the last filing period to determine the feasibility
of using temporary employees to perform certain
taxpayer assistance duties which formerly were han-
dled by permanent technical and semitechnical em-
ployees detailed from other activities. Evaluation
of test results showed that the 44 temporary man-
years employed for this purpose rcleased at least 33
technical man-years for productive enforcement
activities, without a decrease in the quality of as-
sistance rendered. Savings in salary differential
totaled $97,000. For 1967, 150 temporary man-
years have been authorized for similar taxpayer as-
sistance work.

Automated Sorter Expected To Expedite Mail Han-
dling in Service Centers

An automated mail sorter designed specifically for
use in Internal Revenue Service Centers has been
delivered to the Southeast Service Center. The pro-
totype has been tested and will be fully operational
on a pilot basis in 1967. Nicknamed “SCAMP”
(Service Center Automated Mail Processor), the
principal feature of this machine is an ability to read
preprinted code markings on the face of the return
envelope included in the income tax package mailed
to each taxpayer at the end of the year. The pre-
printed code markings are different for each district
office and for each type of return enabling the me-
chanical sorting of the coded envelopes by district
into the three categories of 1040 nonbusiness, 1040
business and farm, and 1040A. SCAMP is expected
to process these envelopes at the rate of 30,000 per
hour, maintaining an automatic count by district
and return category, and transporting them to per-
sonnel who extract the returns and other contents.
An electronic candling device guards against failure
to remove documents from envelopes. An addi-
tional feature, still in the developmental state, is the
automatic detection of bank check remittances by
sensing the magnetic ink on the enclosed checks and
separating this mail from nonremittance returns.
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Magnetic Tape Rehabilitation Saves Qver $5 Per
Reel

A magnetic tape rchabilitation function has been
put into operation at the National Computer Cen-
ter. The equipment which has been acquired en-
ables the Computer Center to clean, repair, and test
all tapes as necessary. Tapes will be shipped from
the service centers and the IRS Data Center to
the Computer Center for this service.

It is anticipated that 90 percent of all regular
tapes in inventory can be restored to prime processing
condition at a cost of approximately $1.50 per reel.
By comparison, the rehabilitation of tape through
commercial sources runs from $7.00 to $11.00 per
reel, depending on contract quantities,. More im-
portant, rehabilitation is effective low-cost insurance
against tape failure in critical processing operations.

Processing of Information Document Data on Mag-
netic Tape From Payers Proves Practicable

Pilot project testing during 1966 has proved the
practicability of receiving from employers and payers
magnetic tape records concerning Form W-2 wage
and tax data, and Form 1099 or 1087 information
return data. The pilot test involved receipt, from
70 participants, of about 18 million data records on
599 reels of magnetic tape, of which 44 reels re-
quired translation to a recording code compatible
with Service equipment.

Substantial savings to the Service will result since
transcribing data from millions of paper documents
to punched cards and subsequent conversion of data
to magnetic tape is eliminated. Savings to payers
include elimination of specified paper information
return copy previously filed with the Service, al-
though a paper document still must be furnished to
the employee or payee. A combination of undu-
plicated magnetic tape records and paper returns
alsois acceptable.

A new revenue procedure specifying acceptable
tape formats and other details has been issued in
response to over 900 inquiries during the year. Co-
operation between pilot test participants and the
Service has been most gratifying this year.

Preaddressed Labels Speed Return Processing

A two-part “piggyback” mailing label is affixed
to Form 1040 individual and Form 1120 corpora-
tion income tax returns.  Both parts, one on top of
the other, bear the taxpayer’s name, address, and
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account number as shown by the master file. If
the taxpayer does not use the form sent to him, he
is requested to remove the top label and affix it to
the return which he does use. Experience in the
Southeast and Mid-Atlantic Regions .where the
labels were used for the 1965 tax year indicates that
51 percent of the Form 1040 taxpayers filed returns
with the preprinted label, and of these, 15 percent
availed themselves of the opportunity of transferring
the top label to a return other than the form reccived
in the mail. Taxpayer use of the preaddressed
labels contributes to faster and more accurate proc-
essing of returns, and generates substantial man-
power savings in the Service.

Reports Management Program Activity High

Emphasis in the Reports Management Program
of the Service is placed upon designing the most
efficient reporting systems which will satisfy the in-
formation requirements of management. Tech-
niques used to achieve this goal include elimination
of duplication in source reports, integration of re-
porting systems across functional lines, incorpora-
tion of the reporting elements needed by each level
of management into the system and design of re-
ports tailored to meet these specific requirements,
and utilization of the Service’s ADP equipment
where automated processing will result in a net sav-
ings of time or costs. Service automation has made
feasible a number of management information re-
port requirements which could not be economically
provided by less sophisticated processing methods.
Development of requirements, added to mainte-
nance and review of manual and automated systems
introduced in prior years, has resulted in increased
activity involving all functional operations of the
Service.

PERSONNEL, TRAINING PROGRAMS IMPROVE
INTERNAL AND EXTERNAL OPERATIONS

Personnel and training programs continued to em-
phasize support for management objectives and
development of positive means to assist managers
and supervisors in accomplishing program objec-
tives economically, efficiently, and with the fullest
possible utilization of human resources, and in pro-
viding the highest quality of service to the public.
Following are some of this year’s highlights in these
areas:
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Planned Redeployment Eases Impact of Organiza-
tional Change on Employees

One of the major personnel problems of the Serv-
ice results from the gradual conversion from manual
operations to automatic data processing. An active
redeployment program for the staff affected is con-
tinuing as additional processing functions are moved
from the district offices to the regional service centers.

The redeployment program is based on a deter-
mination to retain and utilize the skills and abilities
of experienced personnel, and a firm commitment to
plan and conduct necessary organizational changes
in ways that minimize adverse impact on employees.
The key elements in the program are: (1) Plans to
identify and utilize affected employees are made an
integral part of initial planning, allowing the lead
time required for effecting personnel adjustments;
(2} full advance information is given employees and
employee groups regarding the changes, to insure
understanding and cooperation in making adjust-
ments; (3) intensive placement and training pro-
grams are developed, designed to open up new em-
ployment opportunities for affected employees; and
(4) special personnel procedures and techniques,
developed jointly with the Civil Service Commis-
sion, provide increased flexibility in appointments,
details, and reassignments to other positions.

The personnel redeployment program being car-
ried on in the data processing conversion is de-
scribed on p. 15.

During the year the redeployment concept and
techniques developed for the ADP phase-in were ex-
tended to personnel affected by the consolidation
of office collection functions from some of the
smaller posts of duty to larger offices, usually at ‘the
district headquarters. This approach was also used
with employees of three area service centers engaged
in activities connected with non-tax related data
processing, which were transferred to the new IRS
Data Center. While large numbers of employees
were not involved in these office collection and serv-
ice center changes, the Service’s experience in these
transfers was very satisfactory, indicating that the
redeployment approach works to the mutual ad-
vantage of employees, the Service, and the taxpayer.

Executive Selection and Development Enters Its
Second Decade

The Executive Selection and Development Pro-
gram entered its second decade with the first woman

trainee included among the 17 candidates selected
from over 300 Federal carcer nominees.

Since its establishment in 1955, the Executive
Selection and Development Program has become
the major route into the Service’s corps of general
executives. It has graduated 111 carefully chosen
candidates; of this number, 100 continue to serve
in key executive positions, including 2 regional com-
missioners and 29 district directors. In addition,
31 incumbent executives have received similar train-
ing in this program.

Selected individuals, who are chosen through
competition open to all qualified employees, receive
broad training in Service functions and manage-
ment techniques, and remain under continuing ap-
praisal as they progress step by step in developmental
assignments. This year attention was focused on
expanding the exposure of trainees to a wider variety
of managerial situations, styles and methods of op-
erations. Seminars were held with high level busi-
ness and Federal executives. This provided an
insight into the management philosophies and prac-
tices of industry and other government organizations
for comparison with and evaluation against those of
the Service. Top Service officials contributed to
this objective by maintaining a closer classroom
training and work assignment relationship with
selectees.  Guidelines were prepared to assure sys-
tematic continuing developmental opportunities for
graduates beyond the formal training period.

The steady improvement in operations and effi-
ciency of the Service and its growing recognition as
one of the better managed agencies of the Govern-
ment can be attributed in large part to the upgrading
of managerial and executive skills through this
program.

In response to widespread outside interest, a
brochure is being published describing the Execu-
tive Selection and Development Program. .

Career Programs Emphasize Identification and
Development of Supervisors and Managers

Further notable progress was made in the instal-
lation of a comprehensive program for selection and
development of supervisory and managerial person-
nel. Nationwide career development programs for
the intelligence and appellate activities were begun
and regional career plans were developed for selec-
tion of supervisors and managers in the collection
and audit activities. In data processing a 3-year
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Top, left to right: A. James Golato, John Weber, Michael Sassi, Gerald Portney, Michael DeGuire, Ed-
mund Vitkus, T. Blair Evans, John West, Wiliiam Waters, William Bartlow, Dean Morrow. Bottom, left
to right: Edwin Trainor, Joseph McGowan, Mary Taylor, Gordon Anderson, James Stigamire, Joseph
Davis.

training program leading to G5-14 managerial posi-
tions was begun with six employees, GS-11 and
GS-12, selected in nationwide competition.

Individually tailored training opportunities are
used to develop employees selected under these
career programs before they are placed in a super-
visory or managerial position. As part of the
career programs, a counseling program was devel-
oped for use throughout the Service. This counsel-
ing not only assists selected individuals in preparing
a developmental plan, but also provides to those who
were not placed on career program registers assist-
ance and guidance in assessing their potential and
developing their ability. To further facilitate effec-
tive implementation of career programs, a Man-
agement Development Training Handbook was
prepared. It provides management with a flexible
guide that expresses the concepts and objectives as-
sociated with employee development activities.

To meet training needs at the first line supervisory
level, a program dealing with the human relations,
personnel, and work management aspects of super-
vision was implemented. In addition, a manage-
ment analysis training course was begun for em-
ployees who use this skill in their program work.

A concerted effort to improve supervisory counsel-
ing skills, through intensive emphasis on case-study
and role-playing activities, has been launched. Ap-
proximately 30 headquarters and field represent-
atives participated this year in a workshop to develop
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a prototype fraining program.and to train instruc-
tors. Field offices will be conducting training pro-
grams to help strengthen supervisors’ skills in coun-
seling and coaching, a vital aspect of their overall
responsibilities.

A supervisory training program specifically de-
signed for supervisors in the delinquent accounts and
returns area of the collection function was conducted
for supervisors who had not previously completed
the program. This program is designed to assist
supervisors in meeting specialized functional super-
visory job requirements associated with their activity,
as opposed to general supervisory training dealing
with the principles and concepts of supervision that
are applicable to all functional areas. A thorough
evaluation of the pilot program conducted last year
was made. As a result of this analysis and evalua-
tion, groundwork was laid for development of addi-
tional specialized supervisory training programs for
other functional areas.

Groundwork was also laid for beginning develop-
mental work on a functional manager’s techniques
course to provide specialized managerial training
dealing with the managerial responsibilities peculiar
to the function. Training needs in the appellate
management area were identified during the year
and development work will be initiated on an ap-
pellate functional managerial practice course for
appellate managers.
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As a continuing part of managerial development
efforts a number of highly qualified employees were
selected during the year to participate in intensive
university mid-career development programs for pe-
riods ranging from one semester to a full academic
year.

Administrative Intern Program Broadened

For a number of years the Service has had an Ad-
ministrative Intern Program designed to develop
specially selected recruits or employees to fill pro-
fessional administrative positions in the National
Office. As an extension of this program, a “com-
pliance option” was added during the year, This
option enables employees who are currently work-
ing in field offices to be considered for staff positions
in National Office compliance divisions; e.g., audit,
collections, etc. A small number of journeymen and
senior employees were selected this year to participate
in a centralized training program and to work on
rotational job assignments. After completing the
training program and working a number of assign-
ments in the various National Office compliance di-
visions, these employees will be placed in permanent
staff positions.

Incentive Awards Program Continues Upswing ’

An unprecedented volume of employee sugges-
tions to improve operations and effect economies
was received, processed, and recognized through the
payment of cash awards. The number of sugges-
tions received and adopted and the amount of esti-
mated savings exceeded by 21 percent the alltime
record established last fiscal year. In addition, em-
ployees were recognized in greater number than ever
before for special services and performance awards,
exceeding by 62 percent the previous peak, which
was reached last year. Some of this change is at-
tributable to liberalized IRS requirements for high-
quality step increases, which placed the Service on
the same basis as other Government agencies, and
resulted in 1,038 such increases this year, as against
only 318 the preceding one.

A much needed tool related to this program was
provided for Service supervisors with the publication
of the Supervisors’ Guide for Performance Evalua-
tion and Awards. The Guide contains procedural
and other information drawn together from a num-
ber of sources so that it is available in one complete,
easy-to-use document. It should result in a more

effective use of the incentives and appraisal tech-
niques necessary to good management. The Guide
has won favorable acclaim, not only within the
Service, but also from many other Federal agen-
cies, including the Civil Service Commission.

Service Recruiters Active on College Campuses

Trained and experienced recruitment teams from
all district and regional offices visited more than 600
colleges and universities throughout the United
States to recruit young college-trained people. At-
tractive and informative recruiting brochures were
sent to the schools for distribution to students
through their placement offices or faculty members.
In addition, more than 50,000 copies were sent to
students by direct mail. The Service also partici-
pated in “Career Day” festivities on a large number
of campuses. To stimulate student interest in Serv-
ice careers, extensive use was made of sound films,
posters, and exhibits, as well as advertising in college
newspapers and employment information publica-
tions widely circulated to college students.

Unprecedented numbers of enforcement-type
personnel retired during the year, to take advantage
of the attractive annuity benefits of Public Law 89-
205. In replacing these losses and the losses from
normal attrition, and hiring for the médest hum-
ber of additional positions provided by an increase
in the Service’s appropriation, nearly 3,000 enforce-
ment position vacancies were filled during this year’s
recruiting season.

On June 5, 1966, the Civil Service Commission
authorized increases in the pay rates for GS-5, 7,
and 9 accountants, auditors, and internal revenue
agents to overcome handicaps in recruiting because
of higher salary offers of private employers. This
authority also permitted the Service to hire account-
ing students under work-study agreements with col-
leges, juniors at grade GS-3 and seniors at GS—4.
After 6 months of training and graduation, these
students may be given career-conditional appoint-
ments noncompetitively. Plans were made to hire
about 200 students during the coming year .under
this arrangement.

Recruiting Gives Support for New Activities and
Offices

The Western, Southwest, and Central Service
Centers, which began processing of individual re-
turns during the 1966 filing scason, successfully re-
cruited and trained approximately 4,500 new em-
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ployees. It was also necessary to recruit in larger
numbers than expected, to make up for turnover of
seasonal employees in the older service centers,
Southeast and Mid-Atlantic. In spite of the high
rate of employment in our present economy, Service
recruiting was successful in finding quality em-
ployees to meet seasonal staffing goals in each service
center.

A major accomplishment was the establishment
and initial staffing of the IRS Data Center in De-
troit. Administrative arrangements were worked
out to permit timely local actions, through delegated
authority, with technical assistance and support as
required from the regional and National Office level.
Another new activity which got off to a good start
was the National Training Center, which was staffed
during the year with high-caliber technical and ad-
ministrative personnel, mostly obtained from other
parts of the Service.

Man-years realized during each of the past 2 years
and employees on rolls at the close of 1965 and 1966
are shown in the following table:

Personnel summary

Man-years Number on rolls
realized at close of year
Location and typs

1965 1966 1985 1966

Servics, total ..o 63,508 | 60,360 | 61,689
[2 58,511 | 56,345 | 57,365
porary 4,997 | 4,015 4,324
National Offics.. 13,982 | 3,614 1 3,626

7] 58,217 | 53,526 | 56,746 | 58,063

-f 17,563 | 18,839 | 16,426 | 17,499
-| 10,288 | 10,088 | 10,015 | 8,774

.| 6.383 | 6125| 6,201 | 5,989
-| 3,905 | 3,93 | 3,814 3,785

.| 18,854 | 19,970 | 19,686 | 20,137

.| 12,450 | 12,473 | 12,178 | 12,561
3 3,093 [ 3,018 3

.| 4,278 | 4,404 | 4,450 4,537

Intelligence, total_ -] 2,325 2,343 | 2,33 | 2,350
Spaciel agants. -l L7224 L732| L7112 1,721
Other....... . 603 611 624 629

Field service, to

Data pmcossin’, t
Collection, total_.

Revenus officers.
Oth

Audit, total

Ravenue agents...
Office auditors and tax techi
Othera,___

Alcohol and tobacco tax, total 2| 2,709 2,620 | 2,665 2,588

Investigators. ... 943 837 zgg 938

411 420 410
859

1,602 1,533 | 1,647
664 nm 677 735
151 157 15 161
677 728 703 751
2,639 [ 2,683 | 2,704 | 2,653
- 4 751 7
605 639 830 644

Appellate conferees.
Auditor.

ther. .

Regionsl counsel___.
Regionai inspection..._.

Uncludes terminal leave man-years for entire Service.

Includes Office of International Ooerations, National Computer Center, and IRS
Data Center,

¥ Includes overseas employees hired locally (4 in 1965 and 6 in 1966).
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Operation MUST Presents New Challenges in Man-
power Utilization

The Service has long*shared the interest of the
Civil Service Commission and the Buredu of the
Budget in achieving the underlying objectives of
Operation MUST (Maximum Utilization of Skills
and Training)—those of developing new or little-
used sources of manpower, making full utilization
of existing skills, restructuring positions for better
manpower utilization, and training to develop full
potential of employees.

In line with these objectives, the Service has de-
veloped recruitment programs among minority
groups and other disadvantaged persons, reviewed
existing employee skills to bring to light new talents,
engineered positions to achieve better manpower
utilization, and continued with one of the most com-
prehensive training programs in the Federal Govern-
ment.

In May and June a pilot test was conducted of a
training program designed to tap junior colleges and
other 2-year schools for GS*4 recruits with the
potential for planned advancement to revenue of-
ficer (trainee) positions at GS-5. If successful, this
program will greatly broaden the recruitment base
for revenue officer recruits, and, possibly, open up
new sources of supply for other occupations.

The program and innovations undertaken to
achieve the MUST objectives have been given addi-
tional urgency by the concurrent broad efforts of
the Service to provide equal employment and promo-
tional opportunities for all candidates and em-
ployees. Considerable progress towards equal em-
ployment goals has been achieved as the result of
special emphasis programs for minority groups,
women, and handicapped persons, and several eco-
nomic and educational opportunity programs for
young people and disadvantaged individuals.

Equal Opportunity in Service Occupations

Equal employment opportunity coordinators, des-
ignated for all regional, district, and service center
offices, have been made responsible for monitoring
equal employment plans and programs in their area
and for reporting problem areas requiring addi-
tional attention to the heads of their offices. Local
coordinators also have been designated to serve as
minority group contacts at about 250 local posts of
duty. This has greatly improved cooperation with
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organized minority group and community leaders,
high schools, and colleges, and sharpened their in-
terest in the employment possibilities the Service
offers minority group members.

Equal employment opportunity seminars for su-
pervisors were held at the National Office and in
Little Rock, St. Louis, and Greensboro. These
seminars are designed to promote supervisory-em-
ployee understanding of Service policy and to
stimulate open discussions of local problems faced
in implementing this policy. Because of the success
of these initial seminars, the program will be ex-
panded rapidly to other offices.

There is a continuing increase in the number of
minority group employees moving into enforcement
and other professional positions. During the year,
two minority group members were selected, trained,
and appointed to assistant district director positions,
and a third one was selected for training for a similar
executive position during the coming year.

As of December 1965, the Service had 478 women
in enforcement or technical positions—positions
often considered by the general public as “men’s”
jobs—such as internal revenue agent, attorney, es-
tate tax examiner, tax law specialist, and revenue of-
ficer. This year, for the first time, a woman was
chosen for the Executive Selection and Develop-
ment Program from which the highest executive
positions of the Service are filled. The increases to
date in the employment of women in professional,
technical, and executive positions are expected to
stimulate even further increases in the future.

The Service continued its emphasis on placing
persons with physical or other handicaps in duties
they can successfully perform. Past success stimu-
lated increased efforts in recruiting at special schools
for the handicapped and closer working relationship
with State and local rehabilitation agencies. The
Service received the Blinded Veterans Association
Annual Award as “Employer of the Year.” The
Treasury Department won the “Employer of the
Year Award” granted by the Washington, D.C.,
Chapter of the National Association of the Physically
Handicapped, in which achievements of the Service
played a mostimportant role.  The personnel officer
of the Austin Service Center was presented a citation
from the Governor of the State of Texas in recogni-
tion of outstanding service in the employment of the
handicapped.

Economic and Educational Opportunity Programs

The Service has been an active participant in the
various War on Poverty Programs aimed at provid-
ing work-training opportunities for young people
and disadvantaged individuals. As of May 31
there were 696 persons participating in such year-
round programs, of whom 582 were minority group
members. For the most part they are paid from
funds granted to local schools and sponsoring organi-
zations by other Federal agencies. The participants
benefit from these work-training assignments both
by the training they receive to perform capably on
jobs of increasing difficulty, and also by the financial
help provided, to stay in school and prepare them-
selves for even better jobs in the future.

In addition, approximately 800 students and non-
student youths will be working for the Service dur-
ing the summer months. These appointments are
financed by the Service. With the year-round ap-
pointees, about 1,500 young people a year will re-
ceive some kind of work-training assistance in IRS.

Automated Personnel Record and Document Sys-
tem Under Development

The first phase of what will become an automated
system for manpower management information and
personnel reporting and document output is now
being developed. This initial effort will result in
the establishment of a basic centralized computer
system that will automatically prepare personnel
action and related documents, maintain statistical
records on employees and positions, and produce
outputs to meet various reporting requirements.
Future development of this basic system contemplates
incorporating data relating to education, training
and skills of employees, data for analyzing the
dynamics of the work force (e.g., turnover), and
data to assist the manager in evaluating the progress
and impact of special employment programs and
policies.
Employee Organization Activity Increases

During the year, the number of employees in units
exclusively represented by employee organizations
increased by approximately 7,000. At the end of
the year, more than 27,000 employees in 41 dis-
tricts and 3 service centers were in units exclusively
represented by 3 employee organizations. In addi-
tion to continuing consultation with organized
groups, the Service has now negotiated its third
formal collective bargaining agreement (in the Bos-
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ton District). Aside from basic provisions, the
Boston agreement contains clauses on employee or-
-ganization representatives, leave, promotions, con-
sultation, and grievances for the approximately 1,000
nonsupervisory employees affected. Other formal
steps included submission to advisory arbitration of
two disputes relating to appropriate units for rep-
resentation under Executive Order 10988, which
provides for union recognition and employee rep-
resentation elections.

Employee Attitudes Sampled in Seven Districts

A high percentage of employees in seven large dis-
tricts (over 4200 employees) responded to a survey
designed to communicate their attitudes and opin-
ions directly to management. Much that they had
to say was similar to results of previous years in what
has been a continuing program of attitude surveys
in different districts each year. Responses were
evaluated to attain understanding of employee
satisfactions and dissatisfactions and to provide guid-
ance for improvement in Service operations and
personnel policies. There are variations between
districts, divisions, and occupational groups; but
employees generally expressed a high degree of satis-
faction with the work they perform, their coworkers,
their immediate supervisors, the benefits program,
the training they received, their opportunity for self-
reliance, and the knowledge they have of what is ex-
pected in their jobs. They reported that the actual
work they do is the most significant aspect of their
job satisfaction. Varying degrees of dissatisfaction
were expressed over such matters as promotions,
reports, and production requirements. Followup
evaluations and plans for corrections are being made
in these areas.

Training for Better Taxpayer Service

Several new training programs designed to pro-
vide faster and better taxpayer service through writ-
ten and oral communications were conducted during
the year. Communications training was conducted
for employees in the appellate area who meet and
hold conferences with taxpayers and their counsel.
Special training in the interpretative aspect of tax
law was given to employees who assist taxpayers
and answer taxpayer questions. This training is
designed to enable employees to answer taxpayer
questions in nonlegal terms and thereby assist the
taxpayer in determining how the various tax laws
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apply to his individual return. In addition, a com-
pletely new writing improvement course for ali Serv-
ice employees was developed, and telephone courtesy
training efforts were continued during the year.

For some years the Service has provided instruc-
tional material on preparing various types of tax re-
turns to schools, industry, associations, and other
groups, to assist them in conducting training to meet
their special needs. During the past year a survey
was conducted to determine the amount of local
activity in these programs and how the Service might
better meet the needs of taxpayers. Several new
programs were tested in the field including a Small
Business Teaching Taxes Program. Taxpayer as-
sistance institutes for tax practitioners and non-Serv-
ice tax assistors were also conducted at local offices
throughout the country.

Assistance was given to State and local govern-
ments in meeting their training needs by providing
selected training materials which could be used as a
basis for conducting or developing training pro-
grams adapted to local needs. In areas where the
local training requirements are similar to those of
the Service, State and local government employees
participated in Service training programs. In ad-
dition, through the Agency for International De-
velopment, assistance was given to foreign govern-
ments in developing training programs to meet their
country’s special requirements. Working closely
with the Service’s Foreign Tax Assistance Staff, a
basic orientation program was developed that would
be applicable to tax programs throughout the world.
Instruction, in the case of Latin American countries
requesting assistance, was conducted largely by Serv-
ice instructors who speak Spanish. The Director of
the Training Division visited several Latin American
countries to meet with members of the Foreign Tax
Assistance Teams and Latin American tax officials
to discuss approaches to meeting local training needs.
The feasibility of establishing a training school in
a host Latin American country to provide centralized
training for Latin American officials was also ex-
plored during the trip.

Improved Training Methods and Operations

Following two years successful experience with the
Western Regional Training Center, a second re-
gional center was activated this year in the Central
Region. Additional centers will be established in
each of the five remaining regions during the next

—
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three years. The National Training Center, de-
signed to meet Servicewide needs on a centralized
basis, completed its first year of operations. Highly
successful, it has demonstrated that new and better
methods of course development and training tech-
niques can be developed by a highly specialized staff
that has the facilities to carry out operations on a
centralized basis.

New advances were made in the use of specialized
instructional equipment and techniques. One
highly successful use of automated teaching equip-
ment was conducted in the data processing area dut-
ing the year. An automated training program using
the latest audiovisual techniques was designed to
provide uniform training for 1,500 service center tax
examiners hired during the peak filing period to
process individual tax returns. Not only did the
program provide uniform training for all employees
in the five centers in which it was used but instruc-
tion as previously conducted was cut by one full day
of classroom time. The rate of error in preparing re-
turns for the next processing step was substantially
reduced, and a careful monitoring of employee pro-
ductivity after completion of the training revealed
a 32-percent increase in productivity which was in
part attributed to the new training technique. The
feasibility of extending this type of instruction to
other training programs is now being pursued.

A study of organizational developmental efforts
in the Southwest Region was continued during the
year. This study is designed to measure the amount
and kind of change in employee effectiveness and
productivity resulting from efforts to develop the
total work group as one unit rather than the in-
dividual development of skills related to the
function.

Operational Training Updated and Strengthened

As a part of continuing efforts to make training
of maximum value, a number of existing courses
designed to train employees hired to fill entrance-
level jobs in the field offices were updated during the
year.

In the area of audit training, the income tax law
unit of the Basic Revenue Agent Course was com-
pletely revised and updated. In addition, the units
covering taxpayer relations, auditing techniques, re-
port writing, and fraud awareness were extensively
rewritten. A new format for the classroom use
of course materials was initiated providing for more

meaningful use of materials. The total thrust of
this course reorganization is toward a three-part
career training program which coordinates the rev-
enue agent’s development with the level of his case
assignment. ‘The former basic course mentioned
above becomes Part 1 in this revenue agent train-
ing program. Ubpdating of course material in the
future will be done on a continuing basis by the
National Training Center to keep materials current
and eliminate the need for an extensive revision at
one time.

A new Insurance Company Tax Law Course was
developed as well as specialized training for rev-
enue agents engaged in international issue examina-
tions. In the alcohol and tobacco tax area both
basic enforcement and permissive training programs
for new recruits were revised and updated. In the
collection area, phase I of the revenue officer trainee
program was completely revised and updated, and
materials on ADP procedures were also developed
for purposes of training. :

IMPROVEMENTS AND ECONOMIES PRODUCED
BY BETTER FACILITIES MANAGEMENT

Office Space Improved in Many Localities

The Service housed its employees and equipment
in 11.1 million square feet of space in 1,270 build-
ings and 1,090 cities across the Nation. While 5.3
million square feet of this space was in federally-
owned buildings, 5.8 million was leased at an annnal
cost of $19.3 million.

The Service’s Space Management Program
moved forward along a number of avenues toward
providing a professional working environment for
its employees while improving the accessibility and
atmosphere of all of its offices for the benefit of the
taxpaying public. Nearly 5,000 employees in dis-
trict or major local offices were moved into new or
renovated quarters. Less significant improvements
were made in 122 other locations. In addition, the
appearance and public facilities of 41 offices were
improved as part of the President’s Program on
Beautification of Federal Buildings. A few unsatis-
factory major offices remain, but these are expected
to be cleared up within the next few years by the
completion of projected Federal buildings, including
those in Chicago, Indianapolis, and Newark. Dis-
trict headquarters offices will move into new Federal
buildings in Detroit; Augusta, Maine; Baltimore;
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Cleveland; St. Paul; Jacksonville, Fla. "‘Portsmouth,
N.H.; and Des Moines during 1967; and the Nash-
ville space will be substantially renovated. The
following table reflects the continued emphasis on
improving field offices:

New or subsiantially renovated space

Distrlct offices headquarters \ Major local offices Other local offices

Boston, Mass. Gary, Ind. 31 localities.
Wichita, Kans, Kansas City, Mo,
Denver, Colo. Baileys Crossroads, Va.
l";:nynnnc, Wyo, Qakland, Calif,
!

iand, n%
Los Angales, Calit.

Meanwhile, the Service has launched a concerted
campaign to improve its smaller offices, many of
which have been in poor space for a number of
years. This program has been given added im-
petus by the President’s Commission on Employ-
ment of the Physically Handicapped and by the ad-
ministration’s current program to improve the serv-
ice given citizens by all Federal agencies. A pri-
mary goal will be to remove from Service offices
architectural barriers to handicapped taxpayers and
employees. The first significant results from this
undertaking are expected during 1967.

Other projects have been pushed in an effort to
improve service to the public. These include a test
of new taxpayer assistance areas which will provide
the taxpayers with quicker, more efficient service
with less “run-around” and greater privacy.

Furniture Program Nears Completion; Emphasis
Shifts to Office Machines

The Service has almost completed its 4-year pro-
gram to replace outdated and worn furniture with
modern, functional-type furniture specially de-
signed to improve operating efficiency. All major
field offices are now so equipped. The emphasis in
the next few years will be shifted to office machines.
Here, too, employees have been handicapped for a
long time by too few machines—many worn out
or of inferior quality. The aim is to provide all of-
fices with additional and up-to-date equipment
geared to maximum efficiency under changing pro-
cedures and new programs. This will also help in-
crease employee productivity and job satisfaction
and will result in further improvements in service
to taxpayers.

72

e CHAPTER NINE

Automobite Travel Plan Cuts Costs

Use of General Services Administration (GSA)
cars to provide transportation for emplgyees at the
Jeast cost to Government resulted in many objec-
tions from employees who preferred to use their
own cars. To meet these objections a sliding scale-
optional use automotive travel plan was developed.
This gives high-mileage drivers the option of driv-
ing a GSA car, or their own car at reimbursement
rates which approximate the rates paid for GSA
cars. It also gives employees considerable latitude
as to which type of transportation they prefer to
usc while still preserving savings to the Service
derived from the use of GSA cars. This year sav-
ings amounted to $674,000. Although the sliding
scale plan has largely overcome employee dissatis-
faction, the Service is continuing to work with em-
ployee organizations to improve the plan to provide
the most equitable system possible for reimburse-
ment.

Disabling Injuries Reducéd 14 Percent

During this first full year of operation under Presi-
dent Johnson’s Mission SAFETY-70, the Service
had 3.0 disabling injuries per million man-hours
worked. This 14-percent reduction in the disabling
injury frequency rate is a real stride toward the
President’s stated goal of a 30-percent overall reduc-
tion by 1970. During the year, safety awards were
presented to 29 district offices and service centers in
recognition of either 1 or more years’ operations or
1 million man-hours of operations without sustain-
ing a single disabling injury.

Vehicle Safety Improves

The Service developed a training film entitled
“Take Time to’ Think” which is being shown to as
many of the 20,000 Service drivers as possible. This
film, designed to improve driver’s attitudes, has had
a definite effect on reducing motor vehicle accident
frequency rate. Approximately 101 million miles
were driven on official business during calendar
year 1965 with only 822 accidents reported. This is
a rate of 8.1 accidents per million miles driven, 2
creditable reduction from the 8.5 rate of the prior 2
calendar years. .

Paperwork Management Results in Cost Reduction

The records and paperwork management pro-
gram continued to make significant contributions to
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the cost reduction efforts of the Service. During the
year about 272,000 cubic feet of inactive records
were cither retired to Federal records centers or de-
stroyed. As more than 250,000 cubic feet of newly
acquired or reactivated records piled up, removal of
.thc inactive records from office-type space resulted
in a savings of almost $940,000 by making this space
and file equipment available for reuse. Records
holdings and disposition activities are shown in the
following table:

R ds holdings and di " it
Volume of records
Status (cubic fest)

1965 1966
On hand July 1 603,021 599, 342

Disposal: -
. 244,724 271,801

1

R::"r:él:d o 119,458 111, 165
o Federal records centers___ 125, 266 160, 636
On hand Sune 30 599,342 597’ 128

A significant part of efforts to streamline and
modernize the operations of the Service is devoted
to ﬂ?c forms management program. Continued at-
tention was given to the development and stand-
ardllzauon of needed forms and form letters and the
elimination of unnecessary ones. Total Service forms
and form letters were reduced by 1.5 percent this
year. National Office prescribed forms increased
by 11.8 percent, regional standardized forms de-
creased by 1.9 percent, district office forms decreased
by 24.6 percent, and service center forms decreased
by 13.9 percent. The summary results of this year’s

.iorms management activities is shown in the follow-
ing table:

Forms and form Iengn

i Open- | Newly | Elimi. i
Prescribed by ing i limi- | Closing | Net
2in- | devel- p
ventory n%":! nated u;:'eyn- change

....................... 16,888 | 3,725 | 3,980 | 16,633
3 3 3 =2
Na.(:’r:ln:l Ofrce ﬁ:"‘ atheadquarters .
ervicewida).
Regional offices (used by fegions] Ml I 62 ) 539 %
headquarters mmpunnn{x ':r";n«:vl -

more district offices)_____
District offices (used by)lncll T B el IR A
s‘wﬁ:nc:l;t:r:rurdlnnu offices).___.| 2,084 339 851 {1,572
Sarvics centers.......__........ 1T Las |7 | ool | Lse B
89 499

231-691 0—66—8

aratduated Withholding Program Printing Crises
e

A.s a result of new legislation described on page
55, it was necessary to print on a crash basis (1)
new Employer’s Tax Guides (Circular E), (2)
special information for employees, and (3) supplies
of Employee’s Withholding Exemption Certificates
(W—4). Four million copies of Circular E and
:‘2.2 million packages containing copies of W~4 and
information for employees were labeled and mailed
by regional service centers. Backup supplies were
fu.mishcd district offices. These items were dis-
tributed and in the hands of employers about a
month before the changeover to the new rates.

Telecommunications improvements Help Service
and Taxpayers

The Service transmitted and received more infor-
rflation by telephone, telegraph, and data transmis-
sion modes than ever before. A better gr.ade of
t.elephone service for taxpayers and the general pub-
l.lC was provided and the telecommunications serv-
ices essential to support operating programs were
improved. In managing services and facilities for
conveyfng voice, image, data, and other message in-
forma.tlon, the Service is pioncering in a rapidly
chan.gmg telecommunications field. Changes in
SCI'YICC operations, such as the conversion to auto-
matic data processing, and the centralization of tax
accounting, collection and audit functions, require
more versatile telephone systems and services to pro-
vide adequate voice communications within the
Service and to the general public. This year’s tele-
communications management program emphasized
(1) ensuring effective communications at a mini-
mum total cost consistent with efficient operation
aAnd reliability, and (2) providing the equipment and
circuitry necessary for essential communications.

New guidelines and criteria for determining tele-
phone instruments, circuitry, and related equipment
needed in all Service offices have been issued.  One
of these guidelines coupled with work methods pre-
scribed for filing period operations in district head-
quarters should result in a 20-percent increase in
prod.uctivc time of telephone assistance pco’plc.
Additionally, pilot installations of a centralized tele-
phone-answering service (Centiphone) described
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on page 4 indicates promising potential benefits
in manpower utilization and taxpayer assistance.
A review of Service teletypewriter needs during the
year resulted in an annual savings of more than

$45,000.

FINANCIAL MANAGEMENT AIDED BY NEW
PROGRAMS

To get maximum return for every dollar invested,
the Service must put its money and manpower where
the most essential and productive work is. That is
the objective of financial management. Achieving
this objective requires the closest coordination and
teamwork among all officials throughout the
Service.

The Service has taken a number of measures over
the past years to improve its allocation of resources.
These include the Long-Range Plan, the Taxpayer
Compliance Measurement Program, the Master File
ADP System, regional mergers, the Management
Improvement Program, work planning and control,
organizational and methods reviews, operating fi-
nancial plans, reports of budget execution, grade
structure controls, streamlining of training courses,
and midyear reviews and adjustments of financial
resources.

To these measures several others were added this
year which have built upon the groundwork pre-
viously laid and which should have a beneficial effect
on management of Service resources. These addi-
tional measures included: The Planning-Program-
ing-Budgeting System (PPBS), the Manpower
Utilization and Control (Position Management)
Handbook, the Cost Reduction Prograrm, and ex-
penditure restrictions.

a. The Planning-Programing-Budgeting Sys-
tem.~—Under this system, which built upon the Serv-
ice’s established long-range planning system, there
is a continual reevaluation of work programs in
terms of their objectives, costs, and benefits; and
alternative programs and objectives are studied and
compared on a cost-utility basis. Through this sys-
tem, Service management officials should become
increasingly confident that they are allocating avail-
able resources to the most productive work. Opera-
tion of this system is more fully described on page 53.

b. Manpower Utilization and Control (Position
Management) Handbook.—This handbook places
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renewed emphasis on the development of authorized
staffing patterns, periodic reviews of organizational
structures, positions, work ‘methods, and employec
utilization. It brings together many facets of posi-
tion management already in cffect, adds certain
formal reviews, changes the methods of authorizing
positions and grades for certain categories, and es-
tablishes formal controls for grades GS-14 and 15.
This manpower utilization and control program is
designed to identify, prevent, and climinate un-
necessary organizational fragmentation, excessive
layering of supervisory levels, excessive use of as-
sistants, improper design of jobs, outmoded work
methods, improper distribution of manpower, and
unnecessary levels of review.

¢. The Cost Reduction Program.—This program
is an advancement over the previous Management
Improvement Program in that (1) annual cost-
reduction goals are required, (2) reports have to be
submitted showing progress toward achieving the
goals, (3) savings reported must be validated, and
(4) disposition of the savings must be accounted for
and considered in long-range planning and in de-
velopment of the annual budget. Although esti-
mated increases in employee productivity constitute
the bulk of the cost-reduction goals for the Service,
raany individual projects and actions actually make
the increased productivity possible.

d. Expenditure Restrictions—Through  special
studies and economy measures, the Service has for
many years sought to reduce travel, communications,
procurement, and other costs in ways which would
not adversely affect law enforcement, and indeed
would release funds and personnel for strengthening
the Service’s primary mission. Special emphasis was
again placed on these measures in 1966. Con-
fronted with sharply rising commitments for a num-
ber of Federal programs, the President directed that
expenditures be reviewed and cut back wherever
possible. Heset tight expenditure ceilings and called
upon all agencies to reduce travel costs, abolish or
defer the filling of vacancies, postpone or eliminate
purchases, and in general to take practical economy
measures to restrict expenditures.

In view of the essentially revenue producing na-
ture of the Service work programs, the expenditure
restrictions had to be, and were, applied with a great
deal of prudence, to maintain revenue production
while reducing costs. As the program reports from
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other pages of this Annual Report disclose, the Serv-
dce carried out and in many cases exceeded the
planned work programs and was still able to meet
the President’s expenditure limitations.

The charts on the following page reflect the dis-
tribution of each dollar obligated in 1966, by func-
tion and object of expenditure. The distribution
of obligations in fiscal years 1965 and 1966 is shown
in the table below. For more detail by appropria-
tion by activity, see table 27, page 138.

A iations and obli

of tax and administrative experts have provided on-
the-spot assistance in those countries where agree-
ments have been worked out with AID. Most of
this assistance has been in South and Central Ameri-
ca under the Alliance for Progress. Reimbursement
to the Service is provided by AID

Growth of the foreign tax assistance program is
reflected in the following figures showing reimburse-
ment received :

Reimbursements for foreign tax assistance

[Doltars]
(10 mlllions of doliars)
Year Reimburse. | Increase over
Appropriated ! Obligated Percentage ment prior yoar
obligated
igg; R 637,000 637, 000
1965 | 1966 | 1965 | 1966 | 1965 | 1966 19657 385 100 LA

Salaries and expenses._._._.....__. 16.8| 1807 165 17.8 198.2
Revenue accounting and processing.-.[ 152.0 A . 3 X X
o e mecounti "_z._ i3 162' 91513 ) 159.5 992 97.9

1 Includes adjustments for appropriation transfers and pay tncrease supplementals.

) Man-years authorized and realized by appropria-
tion for 1965 and 1966 (exclusive of reimburse-
ments) are compared below :

Man-years authorized and realized

Authorized Realized Percentage

realized

1965 1956 1965 1968 | 1965 { 1966

Salaries and expenses.. 1,387

R e : 1,436 | 1,374 | 1,413 ) 99.1 | 984
-119,385 | 20,485 { 19.202 { 20,494 | 99.1 .

-1 41,440 | 42,019 | 41,386 | 41,440 | 99.9 lggg

Total___ ---.| 62,212 | 63,
Increase 1966 over 1965 - +1,;§g .62 ﬁ:z’gg 6] 1

(For more detail by appropriation by activity,
a‘nd also obligations by districts, regions, and Na-
tional Office, see tables 26 and 27 on pp. 137 and
138.)

Reimbursable Services increase

'In the past few years the Service has cooperated
with the Agency for International Development
(AID) in providing technical assistance to foreign
governments in improving the administration and
_enforcement of their tax laws. Not only has train-
ing been given to foreign tax officials, but also teams

Reimbursement is also received for services pro-
vided to other agencies and governments. These
services include: Collection of taxes for Puerto Rico;
providing requested tax information to various
states; and furnishing payroll services to other Treas-
ury bureaus. The total reimbursements for 1966
amounted to $3.4 million, an increase of $1.1 million
over 1965.

Mailing of Salary Checks Recommended

A study of comparative cost of the distribution of
salary checks and bonds, through use of Service
personnel or by direct mailing from the disbursing
office to an address designated by the employee,
revealed that considerable saving could be achieved
through the latter method. A change over to direct
mailing has been recommended to the Treasury
Department.

Statistical Sampling Techniques Applied to Audit
of Vouchers

For some years the Service has experimented with
statistical sampling techniques in the audit of
vouchers. Public Law 88-521 of 1964, which au-
thorized the application of such techniques to the
audit of vouchers under $100, confirms the feasibil-
ity of the Service’s approach. The sampling plan
developed to carry out the authority granted under
the law may produce additional savings above those
realized under prior experimental procedures.
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OBLIGATIONS BY ACTIVITY

Collection of revenue—
41.4 cents

Tax fraud and special
investigations 5.2 cents

All other* 7.8 cents

Audit of tax returns—
36.2 cents

1.6 statlstical reporting, 0.7; execuile direction, 1.6.

*Includes rulings and other technica) sarvices, 1.5; legal services, 2.4:
inspection

OBLIGATIONS BY OBJECT OF EXPENDITURE

Salaries 87.8 cents

Travel 2.8 cents

All other 9.4 cents

76

MANAGEMENTY ACTIVITIES

INSPECTION'S MISSION IS TO GUARD INTEGRITY

‘‘Every Citizen Is Entitled to Have Complete. Confi-
dence in the Integrity of His Government”

President Johnson in prescribing standards of
ethical conduct for government officers and em-
ployees, stated: “Whereas government is based on
the consent of the governed, every citizen is entitled
to have complete confidence in the integrity of his
government. Each individual officer, employee, or
adviser of government must help to earn and must
honor that trust by his own integrity and conduct in
all official actions.”

The Nation’s system of taxation is based on vol-
untary self-assessment.  Such a system necessitates
that the taxpaying public have confidence in the
integrity and impartiality of officers and employees
of the Service. The Inspection Service’s mission
is to constantly guard the integrity of the Service
from within and from attempts by persons outside
the Service to corrupt it, to insure that the Service
earns the confidence of the citizenry in honest and
impartial tax administration. In fulfilling this mis-
sion Inspection serves as an independent factfinding
body reporting directly to the Commissioner. In-
spection performs two primary functions—internal
security and internal audit. Major investigations
involving both functions, such as those involving
fraud on the revenue, are closely coordinated by the
operational elements concerned. The organization
is comprised of a National Office inspection staff
and seven regional inspection offices under the direct
supervision of the Assistant Commissioner (Inspec-
tion).

The decrease in disciplinary actions, particularly
separations, is an encouraging indication that the
intense efforts the Service has made to ferret out
corruption in tax administration are bearing fruit.
Recent steps taken to improve integrity have in-
cluded strengthening of supervision, tightening of
internal controls and safeguards, thoroughly indoc-
trinating Service managers in recognizing indica-
tions of integrity breakdown, and more careful
screening of applicants for appointments to key jobs
in the Service.

Internal Audit Provides Assistance to Management

Internal audit is an integral part of the manage-
ment control system and provides protective and con-

structive assistance to the Commissioner and all
other levels of management. Internal audit’s broad
programs provide for the examination on a regular
basis of all field organizations and activities of the
Service. These programs recognize the essential in-
terrelationship between the development of informa-
tion concerning conditions requiring corrective ac-
tion and the development of information with re-
spect to the reasons these conditions existed. In-
ternal audit, therefore, is concerned not only with the
financial impact of the matters disclosed by examina-
tions, but also with any inherent procedural or inter-
nal control defects. Although responsibility for
correcting operating deficiencies is vested solely in
the operating officials, the internal audit staff has
the responsibility for evaludting and reporting the
corrective actions, and for making recommenda-
tions for improvement where appropriate. The
Commissioner and other top levels of management
are thus provided with a timely independent review
and appraisal of all Service operations.

Program Stresses Protection of the Revenues and
Promotion of Taxpayer Relations

Internal audit program coverage continues to
stress those activities of the Service where the results
of examinations can be of the greatest assistance in
the protection of the revenues and the promotion of
good taxpayer relations. Over 80 percent of the di-
rect internal audit staff time was spent on audit,
collection, data processing, intelligence, and alcohol
and tobacco tax functions, while an additional 15
percent was used on integrity matters.

In the automatic data processing area a number
of recommendations for improvement in programs
and procedures have been developed which will
serve not only to strengthen the processing pro-
cedures, but also to improve the Service’s relations
with taxpayers. Internal audit’s "continuous ex-
amination of the Service’s automatic data processing
system at the seven regional service centers continues
to result in the early detection and correction of
errors in computer programs and operating practices,
and in improvements in systems concepts and pro-
cedures. Continuous coordination of regional and
National Office internal audit activities together with
the immediate reporting of systems, programing or
procedural problems has proven to be an effective
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method of meeting internal auditing responsibilities
in the data processing area. v
Matters reported by the internal auditors have
resulted in many substantial improvements. Some
of the actions taken by operating officials as the
result of internal audit findings are susceptible of
measurement in terms of additional revenue, savings,
or other matters having an impact on the revenue.
It is conservatively estimated that the results of these
actions during 1966 aggregated more than $34 mil-
lion. Included are such items as management’s
action on specific cases, interest and penalties not
properly assessed, and accelerated collection actions.

Internal ‘Security Provides Major Safeguards

Thorough investigations are made of the charac-
ter, reputation, loyalty, and background of all per-
sons appointed to positions involving contact with
taxpayers, handling of money and other key func-
tions in the Service. These investigations are one
of the basic safeguards toward a reasonable assur-
ance that those hired will adhere to the strict code
of ethics and rules of conduct for Service employees.

A substantial portion of inspection manpower is
devoted to investigating complaints or information
indicating that Service employees, acting independ-
ently or in collusion with taxpayers or their repre-
sentatives, have been guilty of unethical or other
improper conduct. These investigations range
from complaints of administrative misconduct to
alleged violation of Federal criminal statutes. In-
spection also conducts investigations of complaints
from Service employees of actual or suspected
bribery attempts by taxpayers or their representatives
to influence Service actions in tax examinations, tax
collections, or other tax matters.

Internal Security investigations of all types com-
pleted during the year totaled 9,864, a 12-percent
increase over the prior year. In addition, police
record checks were made on 5,723 employees con-
sidered for short-term temporary appointments.

A tabulation of the types of investigations com-
pleted durmg the last 2 years and the resulting disci-
plinary actions follows:
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I igations and disciplinary actions
Type of investigation and action 1865 1966
Totat closed ¥ ose5| 98m
Personnel investigations . '

Number of cases closed, total 6162 7,340
Character and security investigations. 2,674 3,430
Conduct i igati . 42
Special inguities 2,746 3,101

Actions taken by Service management officiats as a resuit of per-

sonnel investigations:
iplinary actions, total 797 770
total ! L 340 239
Bribery, extortion, or collusion. __._..._____...____ 62 22
Embmlumam or theft of Government funds or 15 u
Failuru ol emplnm ln nly ploper tax.___ ... 21 20
i dist reports,

racords, o 130 o

Unlumovlud outside activity. . 10 8
Failure to dlscnarzu duties properly_. . u H
Retusal to coouev L g 2
Acceptance 01 1885 o gmullles. ) 8| 2

Persanal and other misconduct.
Suspensions from duty and pay
warnings,

‘demotions " 422 473
y actions 5,365 | 6,570
Other investigations

Number of cases closed, total ... ________ ... 2,663 | 2,524

Applications for tdmissiun to practice before the Internal
nue Ser 662 715
Ch.lvgs; ullnsl enmllus ................................. 137 13
Federal tort claim: 220 204
m bmmv B 85
Investigations for other Treasury bureaus. _...._.._._..... 1,8687) 71,407

1 Includes
under Investigation or before |drmm!tu\|va doclsmn was mado nn dmln!lnaly uchnn
where investigation disciosed derogatory information.

The Integrity Drive Is Continuing

Although there are encouraging signs that the level
of integrity in tax administration is steadily improv-
ing, the Service will continue to stress this program.
Where there are indications of breakdowns in integ-
rity involving actual or potential frauds on the
revenue, committed by employees, or through collu-
sion between Service employees and non-Service
people, joint internal audit and internal security
investigations will be made.

Inspection Services Are Provided to Other Govern-
ment Organizations

Internal security inspectors were called upon to
furnish assistance to Secret Service in several assign-
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ments involving protection of the President and other
dignitaries. Over 1,400 personnel investigations
were conducted for other Treasury bureaus. The
Service also occasionally lends assistance in internal
audit work to other Government bodies. This year
the committee established by the Treasury Depart-
ment to audit the Exchange Stabilization Fund was
chaired by a Service employece. The importance of
this assignment is indicated by the Fund’s purpose—
to maintain the stability of the U.S. dollar in the
world currency market.

Another internal audit assistance assignment, one
that has continued over the past few years, involves
supervising the development and installation of a
modern tax system for the Virgin Islands, at the
request of the territorial Governor. Adoption of
the recommendations made has enabled their tax
division to make substantial improvements in its
operations and has substantially increased revenues.
For example, tax collections in 1965 totaled $17.4
million compared .with $8.9 million in 1962.

ADVISORY GROUP CONVOCATION HELD

The first convocation of former and present
members of the Commissioner’s Advisory Group
was held in Washington on December 14, 1965. Of
the 73 living alumnae, 70 attended. Under Sec-
retary of the Treasury, Joseph W. Barr, and Assist-
ant Secretary for Tax Policy, Stanley S. Surrey,
addressed the group.

The Group advises the Commissioner on matters
relating to tax administration. Members serve 1-
year terms without compensation. Membership in-
cludes attorneys, accountants, business executives,
economists, and educators from all parts of the
United States. They are selected for their standing
and experience in the tax field and their familiarity
with problems involved in administering the tax law.

The Advisory Group appointed in April 1965,
and listed in last year’s Annual Report, served

through fiscal year 1966. The following members
will serve on the Group commencing July 1, 1966

Guy S. Balser

Public Accountant
3491 Elm Avenue
Long Beach, Calif.

Warren K. Bass

Certified Public Accorntant
E. L. Gaunt & Co.

923 Pyramid Building
Little Rock, Ark.

J. Waddy Bullion

Attorney

Thompson, Knight, Simmons & Bullion
Republic National Bank Building
Dallas, Tex.

Charles Conlon

Executive Secretary

National Association of Tax Administrators
1313 East 60th Street

Chicago, Il

Milton A. Dauber

Attorney

Schnader, Harrison, Segal & Lewis

1719 Packard Building

Philadelphia, Pa.

Adrian DeWind

Attorney

Paul, Weiss, Rifkind, Wharton & Garrison
New York, N.Y.

Dr. William C. Flewellen

Dean, College of Business and Industry
Mississippi State University

State College, Miss.

Charles H. Gebhardt

Manager, Tax Department

The Mead Corp.

118 West First Street

Dayton, Ohio
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Dr. John R. Stockton
Economist

Bureau of Business Research
University of Texas

Austin, Tex.

John M. Sullivan

Attorney

Briggs & Morgan

First National Bank Building
St. Paul, Minn,

Don J. Summa

Certified Public Accountant
Arthur Young & Co.

277 Park Avenue

New York, N.Y.

Bernard Wolfman

Professor

University of Pennsylvania
Law School

Philadelphia, Pa.
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PRINCIPAL OFFICERS OF THE INTERNAL REVENUE SERVIC%
As of June 30, 1966
NATIONAL OFFICERS '

OFFICE OF THE COMMISSIONER

Commissioner_______________ Sheldon S. Cohen
Deputy Commissioner.._______ William H. Smith
Assistant to the Commissioner__ Edwin M. Perkins
Assistant to the Commissioner__. Thomas D. Terry

Assistant to the Deputy
Commissioner ____________ . _.___ Vacant
Director, Foreign Tax Assistance
Staff - L. Harold Moss
ADMINISTRATION
Assistant Commissioner.__.__ Edward F. Preston
Executive Assistant._______ Donald C. Dawkins

Director, Program Staff____ Julius H. Lauderdale
Division Directors:

Facilities Management.___ R. Bruce McNair
Fiscal Management_____ Gray W. Hume, Jr.
Personnel —_____________ Albert J. Schaffer
Public Information...-.. Joseph S. Rosapepe
Training e e eeoi George T. Reeves, Jr.
COMPLIANCE
Assistant Commissioner...._.. Donald W. Bacon
Executive Assistant_ . ______ Leon C. Green
Division Directors:
Alcohol and Tobacco Tax____ Harold A. Serr
Appellate . __ Arthur H. Klotz
Audit omee -- Singleton B. Wolfe

Collection _.__ —-—- Harold E. Snyder
Intelligence ool William A. Kolar
Office of Internation:

Operations —-camee-- Clarence I. Fox, Jr.

DATA PROCESSING

Assistant Commissioner. - - ... Robert L. Jack
Executive Assistant___________ Garrett DeMots
Division Directors:
Operations - .o _o______ Clinton L. Walsh
IRS Data Center, Detroit,
Mich. - __________ William E. Palmer

National Computer Center,
Martinsburg, W. Va___ John E. Stewart
Reports________..._____ Harry K, Dellinger
Systems ______________ Donald G. Elsberry
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INSPECTION
Assistant Commissioner..._-.. Vernon D. Acree, Jr.
Executive Assistant__________ Fred G. Robinette
Division Directors:
Internal Audit. .. ___ Francis I. Geibel

William F. McCarthy

PLANNING AND RESEARCH

Internal Security

Assistant Commissioner________ Albert W. Brisbin
Division Directors:
Planning and Analysis___. Marius Farioletti
Research _______________ James R. Turner
Statistics — oo oo Vito Natrella
Systems Development
Lancelot W. Armstrong
TECHNICAL
Assistant Commissioner. ... Harold T. Swartz
Executive Assistant........__ Eugene Woodside
Division Directors:
Exempt Organizations and
Pension Trust_.___ Richard J. Stakem, Jr.
Income Tax__________ John W, S. Littleton
Miscellaneous Tax

(Acting) Linder Hamblen
Technical Publications and

Services - oo August F. Pohlig
OFFICE OF CHIEF COUNSEL
Chief Counsel_______________ Lester R. Uretz
Deputy Chief Counsel ... _____________ Vacant
Executive Assistant to the
Chief Counsel...________ Thomas McP. Davis
Special Assistant to the
Chief Counsel______________ Arthur B. White
Special Assistant to the
Chief Counsel Lester Stein
Technical Adviser to the
Chief Counsel___________ Samuel R. McClurd
Technical Adviser to the
Chief Counsel_____________ Robert B. Jacoby
Division Directors:
Interpretative . eooo__ Richard M. Hahn
Joint Committee_________ W. Dean Mathis

ANNUAL REPORT e PRINCIPAL OFFICERS OF THE INTERNAL REVENUE SERVICE

NATIONAL OFFICERS—Continued

Legislation and Regulations.__ James F. Dring
Operations and Planning_.. William P. Crewe
Associate Chief Counsel (Litigation)
Rudy P. Hertzog
Executive Assistant to the Associate

Chief Counsel__________ E. Riley Campbell
Technical Adviser to the Associate

Chief Counsel.___________ Paul E. Treusch

Division Directors:
Alcohol and Tobacco Tax Legal
John W. Caggins
Collection Litigation
J. Walter Feigenbaum
Enforcement_______ William F. McAleer
Refund Litigation William B. Riley
Tax Court_______.______ John T. Rogers

REGIONAL AND DISTRICT OFFICERS
CENTRAL REGION
All Regional Offices at 550 Main Street, Cincinnati, Ohio 45202 unless a different address is indicated

Regional Commissioner—_____... Charles G. Keebler

Assistant Regional Commissioners:
Administration___._______ F. Dean McCrory
Alcohol and Tobacco Tax_______ Rex D. Davis
Appellate__________ --- G. Waldron Snyder
Audit. ___________ --- Michael A. DeGuire
Collection .o _________ William J. Grabo
Intelligence.________.______ Harold B. Holt

District Directors:
Cincinnati, Ohio 45202_____ Paul A. Schuster

Cleveland, Ohio 44111_._ Frank S. Turbett, Jr.
Detroit, Mich. 48226_... Ambrose M. Stoepler
Indianapolis, Ind. 46204_.....__ James E, Daly
Louisville, Ky. 40202_______ Gilbert C. Hooks
Parkersburg, W. Va. 26102__.._ Hugh D. Jones
Director, Central Service Center, Cincinnati, Ohio

45202 Everett L. Meek
Regional Counsel____._______ Clarence E. Price
Regional Inspector__..____ Gordon M. Anderson

MID-ATLANTIC REGION
All Regional Offices at 2 Penn Center Plaza, Philadelphia, Pa. 19102 unless a different address is indicated

Regional Commissioner__.______ Dean J. Barron

Assistant Regional Commissioners:
Administration_________ Robert D. McDowell
Alcohol and Tobacco Tax._ Charles R. Peterson
Appellate_______________ William E. Steynen
Auditoo . ____________ Dwight L. James, Jr.
Collection__..__________ William F. Culliney
Data Processing__.__.___ Edward ]J. Manning
Intelligence_.____.________ Daniel L. Tucker

District Directors:
Baltimore, Md. 21202, _...______ Irving Machiz

Newark, N.J. 07102 ._______ Joseph M. Shotz
Philadelphia, Pa. 19108____ Kenneth O. Hook
Pittsburgh, Pa. 15222__________ H. Alan Long
Richmond, Va. 23240_.______ James P. Boyle

Wilmington, Del. 19802____ James H. Kennedy
Director, Mid-Atlantic Service Center,

Philadelphia, Pa. 19154____ Anthony L. Carrea
Regional Counsel._____________ Cecil H. Haas
Regional Inspector, Bankers Securities Building,

Walnut and Juniper Streets, Philadelphia, Pa.

19107 - Emanuel M. Schuster

MIDWEST REGION
All Regional Offices at 35 East Wacker Drive, Chicago, Il 60601 unless a different address is indicated

Regional Commissioner..________ Alvin M. Kelley

Assistant Regional Commissioners: .
Administration_ -~ _..____ William F. Sullivan
Alcohol and Tobacco Tax- William A. Collawn
Appellate________________ Wallace T. Morris
Audit_______ e John W. Baudendistel

Collection__ oo ________ Edwin P. Trainor
Intelligence.______________ William B. Mayes

District Directors:
Aberdeen, S. Dak. 57401___. William C. Welsh
Chicago, Ill. 60602_______ Eugene C. Coyle, Jr.
Des Moines, Iowa 50309_____ Ernest W. Bacon
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REGIONAL AND DISTRICT OFFICERS—Continued
MIDWEST REGION—-Continued

Fargo, N. Dak. 58102._____ Martin L. Webb
Milwaukee, Wis. 53202...___ Walter S. Strumpf
Omaha, Nebr. 68102_______ Richard P. Vinal
St. Louis, Mo. 63101-___- Edwin O. Bookwalter
St. Paul, Minn. 55101.._..._ George O. Lethert

;

Springfield, TIl. 62704_________ Jay G. Philpott
Director, Midwest Service Center, Kansas City, Mo.

64131 Arnold S. Dreyer
Regional Counsel_____________ Frank C. Conley
Regional Inspector__.______ William A. Costello

NORTH-ATLANTIC REGION
All Regional Offices at 90 Church Street, New York, N.Y. 10007 unless a different address is indicated

Regional Commissioner__________ Harold R. All
Assistant Regional Commissioners:
Administration - ______ Vacant

______ Edward J. Fox
Stephen C. Volpone

Alfred L. Whinston
— - Elmer H. Klinsman
Data Processing_ . ____._ J. Orville Tuescher

Collection

Intelligence. - Alan McBride
District Directors:

Albany, N.Y. 12210.______ Donald T. Hartley

Augusta, Maine 04330____ Whitney L. Wheeler

Boston, Mass. 02215______ William E. Williams

Brooklyn, N.Y. 11201______ Charles A. Church

Buffalo, N.Y. 14202___________ John E. Foley
Burlington, Va. 05402_______ Fulton D. Fields
Hartford, Conn. 06115___ Joseph ]. Conley, Jr.
Manhattan, N.Y.

10007 cce oo Edward J. Fitzgerald, Jr.
Portsmouth, N.H. 03801____ Frank T. Murphy
Providence, R.I. 02907________ Ellis R. Rogers

Director, North-Atlantic Service Center, Lawrence,
Mass. 01841 __._ Thomas J. Gilfillan
Regional Counsel, 30 Church Street, New York,
N.Y. 10007 e Marvin E. Hagen
Regional Inspector, 50 Church Street, New York,
N.Y. 10007 ______ tecenmo—- Sidney M. Wolk

' SOUTHEAST REGION
All Regional Offices at 275 Peachtree Street, N.E., Atlanta, Ga. 30303 unless a different address is indicated

Regional Commissioner_____ William J. Bookholt
Assistant Regional Commissioners:
Administration_ . .______ Zachary T. Johnson
Alcohol and Tobacco Tax.. F.Dale McClanahan
Appellate_________.________ Vance N. Bates
Audit o _____ Harold B. Bindseil
Collection William E. Loeb
Data Processing_——______ Wayne 8. Kegerreis
Intelligence. oo ______ Allen T. Hollinrake
District Directors:
Atlanta, Ga. 30303_..._.._____ Aubrey C. Ross

)

Birmingham, Ala. -
35203 - Andrew J. O’Donnell, Jr.

Columbia, S.C. 29201___. Harold M. McLeod
Greensboro, N.C. 27401..____.__ John E. Wall
Jackson, Miss. 39202____ James G. Martin, Jr.
Jacksonville, Fla. 32202_____ Frank S. Schmidt
Nashville, Tenn. 37203_____ James A, O’'Hara
Director, Southeast Service Center, Chamblee, Ga.
30005z oo William H. Weaver
Regional Counsel__..._..__ Henry C. Stockell, Jr.
Regional Inspector— o ________ Earl L. Fuoss

SOUTHWEST REGION
All Regional Offices at 1114 Commerce Street, Dallas, Tex. 75202 unless a different address is indicated

Regional Commissioner_____.._ B. Frank White
Assistant Regional Commissioners:
Alcohol and Tobacco Tax____ James G. Carroll
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Appellate. - _____________ G. Clifton Witt
Audit. Lawrence M. Stewart
Clollection ---- Alfred N. Kay
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. REGIONAL AND DISTRICT OFFICERS—Continued
SOUTHWEST REGION—Continued

Intelligence__________ William E. Beloate, Jr.
District Directors:
Albuquerque, N. Mex.

87101 William M. Coard
Robert L. Phinney
Cheyenne, Wyo. 82001.___ Arthur A. Kennedy

Austin, Tex. 78701

Dallas, Tex. 75201__._____ Ellis Campbell, Jr.
Denver, Colo. 80202__..____ Charles W. Emlet
Little Rock, Ark. 72203___._ Fred W. Johnson
New Orleans, La. 70130..___.. Chester A, Usry

Oklahoma City, Okla.
73102 el Clyde L. Bickerstaff
Wichita, Kans. 67202______ Harry F. Scribner
Director, Southwest Service Center, Austin, Tex.
78741 ] Erwin B. Osborn
Regional Counsel, 1025 Elm Street, Dallas, Tex.
75202 . J. Marvin Kelley
Regional Inspector, 1511 Bryan Street, Dallas, Tex.
75200 David O. Lowry, Jr.

WESTERN REGION
All Regional Offices at 870 Market Street, San Francisco, Calif. 94102, unless a different address is indicated

Regional Commissioner—.__ Homer O. Croasmun

Assistant Regional Commissioners:
Administration______________ Homer C. Gant
Alcohol and Tobacco Tax-._____ Isham Railey
Appellate____________ Gardiner B. Willmarth
Audit. . ______________ Raymond F. Harless
Collection . __________ Charles D. Moran
Data Processing_______ Frederick W. Bearman
Intelligence . ._______ Herman F. Kuehl

District Directors:
Anchorage, Alaska 99501_.___ Lewis J. Conrad
Boise, Idaho 83701__.______ Calvin E. Wright
Helena, Mont. 59601_____. __ Nelson L. Seeley
Honolulu, Hawaii 96813_______ Evan S. Lioyd

Los Angeles, Calif. 90012___ Robert A. Riddell
Phoenix, Ariz. 85025__ George D. Patterson, Jr.
Portland, Oreg. 97232____ Arthur G. Erickson
Reno, Nev. 89502 __ ... _____. Dalmon Davis
Salt Lake City, Utah 84110...._ Roland V. Wise
San Francisco, Calif. 94102 Joseph M. Cullen

Seattle, Wash: 98121_________ Neal S. Warren
Director, Western Service Center, Ogden, Utah
84401 Robert H. Terry
Regional Counsel, 447 Sutter Street, San Francisco,
Galif. 94108 ____.... Melvin L. Sears
Regional Inspector, 1076 Mission Street, San Fran-
cisco, Calif. 94103 ___..______. Henry A. Feltz
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COMMISSIONERS OF INTERNAL REVENUE

Office of Commissioner of Internal Revenue created by act of Congress, July 1, 1862 S
Name State From To
George S. Boutwell.............. Massachusetts.. ............. July 17,1862 | Mar. 4, 1863
Joseph J. Lewis................. Pennsylvania. .. .. Mar. 18, 1863 | June 30, 1865
William Orton.................. New York.................. | July 11,1865 | Oct. 31,1865
Edward A. Rollins. .. ........... New Hampshire............. Nov. 1,1865 | Mar. 10, 1869
Columbus Delano. . ............. Ohio........... Mar. 11, 1869 | Oct. 31, 1870
Alfred Pleasonton. . ............. New York.................. Jan. 3,1871 | Aug. 8,1871
John W. Douglass. . ............. Pennsylvania................ Aug. 9,1871 | May 14, 1875
Daniel D. Pratt................:| Indiana.................... May 15, 1875 | July 31,1876
Green B.Raum................. IMinois. .................... Aug. 2,1876 | Apr. 30, 1883
Walter Evans................... Kentucky...................| May 21,1883 | Mar. 19, 1885
Joseph S. Miller. .. .............| West Virginia............... Mar. 20, 1885 | Mar. 20, 1889
John W.Mason.................0....do.......ooo Mar. 21,1889 | Apr. 18,1893
Joseph 8. Miller. . .............. Leedoooon Apr. 19,1893 | Nov. 26, 1896
W. St. John Forman............. Ilinois. .................... Nov. 27, 1896 | Dec. 31, 1897
Nathan B. Scott. ... West Virginia .............. Jan. 11,1898 | Feb. 28, 1899
George W. Wilson. . Ohio.......................| Mar. 1,1899 | Nov. 27,1900
John W. Yerkes. . .. Kentucky................... Dec. 20,1900 | Apr. 30, 1907
John G. Capers. . .. South Carolina. ............ June 5,1907 | Aug. 31, 1909
Royal E. Cabell.... Virginia. e ... ...\ Sept. 1,1909 | Apr. 27,1913
William H. Osborn. North Carolina.............. Apr. 28,1913 | Sept. 25, 1917
Daniel C. Roper. ..... South Carolina......... Sept. 26,1917 | Mar. 31, 1920
William M. Williams. . Alabama............ ..l Apr. 11,1920 | Apr. 11,1921
David H. Blair.................. North Carolina..............| May 27,1921 | May 31, 1929
Robert H. Lucas. ............... Kentucky.................. .| June 1,1929 i Aug. 15,1930
David Burnet.. ................. Ohio......... Aug. 20,1930 | May 15,1933
Guy T. Helvering. . ............. Kansas..................... June 6,]933 | Oct. 8,1943
Robert E. Hannegan. ........... Missouri.................... Oct. 9,1943 | Jan. 22,1944
Joseph D. Nunan, Jr............ New York. ................. Mar. 1,1944 | June 30, 1947
George J. Schoeneman...........| Rhode Island............... July 11,1947 | July 31,1951
John B.Dunlap.................  Texas...................... Aug. 1,1951 | Nov. 18,1952
T: Coleman Andrews. ........... Virginia. ................... Feb. 4,1953 | Oct. 31,1955
Russell C. Harrington............| Rhodeldand............. ... Dec. 5,1955 | Sept. 30, 1958
Dana Latham.................. California........ e Nov. 5,1958 | Jan. 20, 1961
Mortimer M. Caplin.............} Virginia. ................ ... Feb. 7,1961 | July 10,1964
Sheldon 8. Cohen............... Maryland. . .......... ... Jan. 25,1965 [.............

In addition, the following were Acting Commissioners during
periods of time when there was no Commissioner holding the
office: John W. Douglass, of Pennsylvania, from Nov. 1, 1870,
to Jan. 2, 1871; Henry C. Rogers, of Pennsylvania, from May
! to May 10, 1883, and from May 1 to June 4, 1907; John J.
Knox, of Minnesota, from May 11 to May 20, 1883; Robert
Williams, Jr., of Ohio, from Nov. 28 to Dec. 19, 1300; Millard
F. West, of Kentucky, from Apr. 12 to May 26, 192}; H. F.

Mires, of Washington, from Aug. 16 to Aug. 19, 1930; Pressly
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R. Baldridge, of Iowa, from May 16 to June 5, 1933; Harold
N. Graves, of Illinois, from Jan. 23 to Feb. 29, 1944; John S.
Graham, of North Carolina, from Nov. 19, 1952, to Jan. 19,
1953; Justin F. Winkle, of New York, from Jan. 20 to Feb. 3,
1953; O. Gorden Delk, of Virginia, from Nov. 1 to Dec. 4,
1955, and from Oct. } to Nov. 4, 1958; Charles I. Fox, of Utah,
from Jan. 21 to Feb. 6, 1961; and Bertrand M. Harding, of
Texas, from July 11, 1964 to Jan. 24, 1965.
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APPENDIX !

TAXPAYER PUBLICATIONS

Your Federal Income Tax, IRS Publication No.
17, deals primarily with the problems commonly en-
countered in filing individual returns. It is revised
annually to refiect new legislation, Revenue Rulings,
Revenue Procedures, Regulations, and court deci-
sions. The 1966 edition follows the pattern estab-
lished in prior years, with a filled-in sample of an
individual return keyed to page numbers where de-
tailed explanations and examples can be found. It
is available at the Government Printing Office and
all local Internal Revenue Service offices at a price
of 50 cents a copy. This publication continues to
be the “best seller” among Government publications
with sales of over 975,000 copies. In addition, 106,-
000 copies were used in the Teaching Taxes Pro-
gram, the Taxpayer’s Assistance Program, and in
various training programs.

Teaching Taxes is issued in two parts. Publica-

_ tion No. 19, a teacher’s manual, and Publication

No. 21, a student’s workbook, are used by 100,000
teachers to instruct 4 million students in high school
and college classes in the preparation of individual
income tax Forms 1040 and 1040A. The two-part
1966 edition of - Teaching Taxes consolidates the
four-part publication formerly used at a significant
saving in cost, but maintains the effectiveness of the
program. The teacher’s manual contains step-by-
step explanations and illustrations for the prepara-
tion of returns of imaginary taxpayers who have the
more usual types of income and expenses. The stu-
dent’s workbook contains sample problems followed
by blank forms for the students to use in preparing
returns. Both the teacher’s manual and the stu-
dent’s workbook also contain a brief history of taxes
in the United States and a discussion of the Federal
budget.

Liquor Laws and Regulations for Retail Dealers,
Publication No. 30 (Rev. 5-65), explains briefly
and nontechnically the Federal laws and regulations
pertaining to retail dealers in liquors. Each retail
dealer on entering business is furnished a copy of
this publication in an effort to promote voluntary
compliance with applicable laws and regulations and
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to enable him to avoid technical or nonwillful vio-
lations.

Alcohol and Tobacco, Summary Statistics, Pub-
lication 67, released each year, usually in February,
presents comprehensive statistical data relating to
the alcohol and tobacco industries.

The publication contains 94 statistical tables sum-
rarizing pertinent phases of the distilled spirits, beer,
wine, and tobacco industries by States and by
months, an introduction defining principal terms,
and an index. Comparisons are made with the pre-
vious fiscal year and historical data are shown for
the years 1934 to date. Tables show such details as
the number of establishments, materials used, pro-
duction, taxable and tax-free withdrawals, stocks,
imports, rectification, bottling, enforcement activi-
ties, and internal revenue collections from alcohol
and tobacco taxes.

Recent issues can be obtained from the U.S. Gov-
ernment Printing Office, Washington, D.C. 20402,
at 50 cents per copy.

The Farmer's Tax Guide, Publication No. 225, is
a 64-page booklet dealing with the tax problems of
farmers. It features a list of Important Dates to
Remember to help farmers keep track of their tax
obligations throughout the year. Income, employ-
ment, and self-employment taxes are discussed in
detail with numerous examples illustrating the rules.
A sample farm return, complete with the schedules
that farmers normally use, is keyed to explanations
for each entry. Also illustrated are sample farm
records, including depreciation schedules. A total
of 1,250,000 copies of the Farmer’s Tax Guide were
distributed free of charge by Internal Revenue
Service offices and agricultural extension agents of
the Department of Agriculture.

Tax Guide for Small Business, Publication No.
334, deals with the problems of sole proprietorships,
partnerships, and corporations. Like Your Federal
Income Tax, it is an important segment of the pro-
gram for assistance to taxpayers. Income, excise,
and employment taxes are explained in nontechnical
language and numerous examples are used to il-
lustrate the application of the rules. A Check List,
of particular interest to new businessmen, shows at
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a glance taxes that might be incurred and what ac-
tions should be taken. A Tax Calendar for 1966
is also provided to assist businessmen in keeping
track of various things that should be done during
the year with respect to all their Federal taxes. This
160-page booklet is sold to the public for 50 cents a
copy through the same outlets as Your Federal In-
come Tax. This year, over 270,000 copies were
sold and 61,500 copies were printed {or internal use
by the Service.

National Firearms Act and Federal Firearms Act,
Publication No. 364 (Rev. 4-66), is a reprint of
the laws applicable to firearms. It is distributed
as a public service to acquaint the general public
with these laws and to inform them of the proper
places for directing inquiries.

What You Should Know About the Alcohol and
Tobacco Tax Division, Publication No. 425 (Rev.
1-66), provides a brief historical sketch and a gen-
eral description of the activities of the Alcohol and
Tobacco Tax Division. The document is particu-
larly valuable in informing the general public of
this phase of the Service’s activities and in eliciting
cooperation from the public.

Tobacco Tax Guide, Publication No. 464, is a
compilation of basic reference materials to assist
manufacturers of taxable tobacco products and
others concerned to comply with Federal tobacco
tax laws and regulations. This compilation, in-
cluding a subscription to changes, may be purchased
for $3.50 from the U.S. Government Printing Office,
Washington, D.C. 20402.

Crime Prevention and Y ou, Publication No. 477
(Rev. 4-66), is designed to acquaint the public
with the most frequent signs of illegal distilled spirits
production and unlawful traffic in fireams and to
solicit cooperation in reporting possible violations.

NEW FREE TAXPAYER INFORMATION
DOCUMENTS

Tax Information for Visitors to the United States,
Document No. 5371, informs aliens entering the
United States about their tax responsibilities to this
country. Arrangements have been made with the
State Department to distribute this pamphlet
through all U.S. Embassies and Consulate offices
at the time a visa is issued.

Reporting Your Tips for Federal Tax Purposes,
Doc!.xmem No. 5640, explains how an employee
receiving tips should report tip income to his em-

ployer. It also explains income and social security
tax withholding and how the tax is to be paid if
the employer is unable to deduct the full amount of
the tax from regular wages. There is an illustra-
tion of a Daily Record of Tips (Form 4070A) and
Report of Tips to Employer (Form 4070). Union
officials were invited to distributc this pamphlet to
their union membership as a means of implementing
provisions of law which became effective in 1966.

New Withholding System, Document No. 5642,
was developed to ease the transition into the grad-
uated withholding system under the Tax Adjustment
Act of 1966. This two-page pamphlet, with a
detachable Form W—4, explained the new system
and alerted taxpayers to the need for filing a new
Form W-4, Employee’s Withholding Exemption
Certificate. A supply in sufficient quantity for dis-
tribution to employees was furnished to all employers.

Tax Benefits for Older Americans, Document No.
5569, explains various provisions of the Federal in-
come tax laws which are of special interest to those
65 years of age or older. At the request of the
Deputy Chief, Division for the Blind, U.S. Library
of Congress, it was reprinted in braille in coopera-
tion with the Director of the Clovernook Home and
School for the Blind, Cincinnati, Ohio.

Social Security Coverge for Clergymen and Reli-
gious Workers Abroad, Document No. 5586, dis-
cusses the filing of a waiver certificate for social
security coverage; individuals who fall within the
scope of these rules; services covered; determination
of the amount treated as self-employment income;
tax years for which the waiver certificate is effective;
and, in certain cases, the manner in which retroac-
tive application of a waiver certificate may be
effected.

Preparation of Form 1040B, Document No. 5587,
was developed to assist nonresident alien individuals
in preparing an income tax return where they have
performed personal services or have engaged in a
trade or business within the United States at any
time during the tax year. This pamphlet contains
an illustrated Form 1040B with step-by-step instruc-
tions keyed to the nonresident alien income tax
return.

Tax Advice for Foreign Scholars and Visitors on
Official Educational and Cultural Exchange Pro-
grams, Document No. 5588, is directed mainly to
those alien individuals who are nonimigrants and
are temporarily in the United States as students or
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as educational or cultural exchange visitors. It
discusses tax on income from sources within the
Uhited States, the withholding of income and social
security taxes, scholarship and fellowship grants, and
tax exemptions provided by treaty or convention.

American Scholars Abroad and U.S. Income Tax
Including Fullbright Scholars, Document No. 5590,
explains the taxation of U.S. citizens who are study-
ing, teaching, or engaged in research abroad under
scholarships and fellowship grants.

Credit Sales by Dealers in Personal Property,
Document No. 5593, discusses the reporting of in-
come by a dealer on his sales of personal property on
the instaliment plan or revolving credit plan, re-
possessions, and the sale of installment obligations.

Information on Tax Adjustment Act of 1966 for
Taxpayer Assistance is a one-time publication de-
veloped for those having contact with the public in
the Taxpayer Assistance Program. It provides these
people with an accurate and timely explanation of
all the provisions of this legislation and includes in-
formation on the Service’s implementation of the
graduated withholding system.

Fifty-one other taxpayer information publications,
ranging in size from 2 to 28 pages, were distributed
free to taxpayers. One of the primary objectives is
to increase the effectiveness of the Service’s program
to assist taxpayers by conserving technical time ex-
pended on letters and personal inquiries. In manv
instances, a copy of a publication is the best and
most practical reply to a taxpayer inquiry. Follow-
ing is a list of these publications and one additional

publication available for purchase:
Publication

Title number
Tax Guide for U.S. Citizens Abroad.. e 54
A Guide to Federal Estate and Gift Taxation
{price 25 cents) 448
Travel, Entertai and Gift Exp 463
Document
number
Personal Exemptions and Dependents. 5013
Employee Expenses, Educational Expenses_. 5014
Sick Pay 5016
Selling Your Home. 5017
Retirement Income and Credit oo oo 5018
Medical and Dental Expenses 5020
What Is Income_- 5045
Tax Calendar and Check List for 1966 oo o_._ 5046
Self-Employment Tax. 5047
Sales and Exch of Assets, 5048
Depreciation, Investment Credit, Amortization, Deple-
tion 5050
Busi Exp 5051
Child Care. y 5052
92-

Document
Title number
Contributions 5053
Excise Taxes for 1966, 5054
Rents and Royalties Income 7 5060
Losses From Operating a Business_ . NN 5062
Interest Deductions. e 5074
Taxes '4 5075
Filing Your Tax Return 5107
Installment and Deferred-Payment Sales__. 5108
Alimony 5109
“Page 2" Deduction: 5110
Estimated Tax and Tax Withholding. . ______ 5111
Di C: Ities and Thefts. 5174
Accounnng Periods and Methods__._____________ 5175
Bad Debts. 5176
Withholding From Wages by Employero____.______ 5177
Repairs and Impr 5178
Par hips. 5179
Jorporations 5180
Sale of a Busi 5181
C ity Propert; 5192
If Your Return Is E ined 5202
Jondemnations of Private Property for Public Use_._ 5383
Deced 5446
Tax Tips for Hi 5447
Investment Income and Exp 5448
Cost or Other Basis of Assets. 5516
Foreign Tax Credit for U.S. Citizens and Resident
Aliens. 5517
Importance of Adequate Records and a Guide to In-
formation Available for Preparing Federal Tax
Returns 5518
How To Apply for Exemption for Your O izati 5551
Highlights of 1965 Tax Changes - coeoeo_ 5552
Income Averagi . - . 5553

Sales and Other Dispositions of Depreciable Property_ 5554
Information Reporting Requirements of Sponsors of

Contests or Sporting Events______._____________ 5572
Income Tax Deductions for U.S. Government Civilian

Employees Stationed Abroad - _______ . _ 5583
U.8. Tax Guide for Aliens 5589
Retirement Plans for Self-Employed Individuals_____ 5592

TAX FORMS ACTIVITY

The following new forms were issued:

Form No. Title

1001-1 O hip Certificate—Luxembourg.
1001-SWED_. Ownership Certificate—Sweden.

3646 ______ Income From Controlled Foreign Corporation.
4029 Application for Exempti From Tax on.

Self-Employment Income, Claims for Re-
fund, and Waiver of Benefits.

4067________ U.S. Annual Information Return (Summary
Report of Forms 3921 and 3922).

4070 -~ Employee’s Report on Tips.

§8-15b.__.__ Certificate for Retroactive Coverage under

the FICA,
The following forms were eliminated :

277 Application for Registry of Manufacturer of
Playing Cards.
T29-A . Information Return Broker’s Sales of Admis-

sion Tickets.
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Form No. Title
-~ Statement of Registration (for persons en-
© gaged in transferring stocks and bonds).

749 . Quarterly Return of Manufacturer or Im-
porter of Playing Cards.

Y1V A——— Application for Registry (persons required to
collect tax on admissions).

p£:L Notification to District Director by Lessor

‘Where Lessce Is Responsible for Collection
of Federal Tax on Admissions.

755 Application for E p From Coll
of Federal Tax on Admissions.
L S — Advance Report to District Director by the

Owner or Lessee Who Operates Any
Theater, etc., for a Term Not Exceeding
10 days and Collects Taxable Admission
Charges.

928 o Gasoline and Lubricating Oil Bond (required
of manufacturers or producers).

929 . Consent of Surety To Change in Terms of
Bond Relating to Gasoline and Lubricating
Oil.

2/ 1) —— Type “A” Agreement (agreement by supplier
to pay retail excises for retailers).

2240 e ___ Claim for Refund of Federal Tax on Gaso-
line Used on a Farm.

SELECTED REGULATIONS PUBLISHED

Income Tax Reguiations

Income Tax Regulations under various sections
of the Internal Revenue Code were either amended
or added by the following Treasury Decisions:

Treasury Decision 6832, relating to the treatment
of gain from dispositions of certain personal property
subject to an alowance for depreciation.

Treasury Decision 6838, relating to the computa-
tion of the credit for investment in certain depre-
ciable property and the restoration to the depreciable
basis of amounts previously not taken into account
for purposes of computing depreciation.

Treasury Decision 6841, relating to (1) the dis-
posal of coal or domestic iron ore with retained
economic interest, and (2) the percentage depletion
rate for ores of beryllium.

Treasury Decision 6843, relating to the reduction
of the exemption from surtax in the case of corpora-
tions which are members of a controlled group.

Treasury Decision 6850, relating to adjustments
to basis of stock in controlled foreign corporations
and other property.

Treasury Decision 6856, relating to the exclusion
from gross income of gain on the sale of the residence
of an individual aged 65 or over.

Treasury Decision 6859, relating to an election to
treat operating mineral interests in the same tract

or parcel of land as separate or in combination, in
cases of oil and gas wells.

Treasury Decision 6861, relating to the determi-
nation of earnings and profits of foreign corporations
for purposes of the foreign tax credit.

Treasury Decision 6862, relating to losses caused
by the expropriation of property by foreign govern-
ments and other net operating loss deductions.

Treasury Decision 6885, relating to the averaging
of the bunched income received ina single taxable
year as if such income had been received over a
series of 5 taxable years.

Treasury Decision 6886, relating to a number of
subjects of interest to the insurance industry, for
example, the tax treatment of variable annuities,
capital gains, and accident and health insurance
contract premiums.

Treasury Decision 6887, relating to the income
tax treatment of certain employee stock options.

Regulations on Procedure and Administration

Treasury Decision 6870. The Regulations on
Procedure and Administration under section 6334
of the Internal Revenue Code were amended so as
to prohibit a levy by the Internal Revenue Service
on mail which has not been delivered to the
addressee.

Excise Tax Regulations

Treasury Decision 6847. The Manufacturers
and Retailers Excise Tax Regulations under section
6011 of the Internal Revenue Code were amended
with respect to rules relating to the refund of re-
tailers excise tax paid by suppliers on articles held
by retailers on June 22, 1965.

Employment Tax Regulations

Employment Tax Regulations under various sec-
tions of the Code were amended or added by the
following Treasury Decisions:

Treasury Decision 6860, relating to the collection
of income tax at the source to reflect a reduction in
the income tax rates. )

Treasury Decision 6882, relating to the establish-
ment of a flat percentage rate for withholding of
income tax from supplemental wage payments in
lieu of graduated withholding rates.

Treasury Decision 6883, relating to permission to
employers and others to submit the information re-
quired by certain forms on magnetic tape so as to fa-
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cilitate the accumulation and processing of the re-
quired information.

Treasury Decision 6884, relating to rules which
accelerate, in the case of certain employers, the de-
positing of social security taxes and income taxes
which have been withheld at the source on wages.

Temporary Regulations

The enactment of the Excise Tax Reduction Act
of 1965 on June 21, 1965, required a number of
timely actions on the part of manufacturers and
others to comply with that act. In order to give
taxpayers guidance in taking such actions, a num-
ber of temporary regulations were issued under
Treasury Decisions 6839, 6846, and 6857. These
Treasury Decisions related, respectively, to (1) ex-
tensions of time for filing returns and paying cer-
tain retailers and manufacturers excise taxes, (2)
credit or refund for floor stocks and certain con-
sumer purchases, and (3) floor stock refunds on
automnobile parts and accessories.

Treasury Decision 6854. 'Temporary regulations
were also issued under the Interest Equalization Tax
Extension Act of 1965.

Alcohol, Tobacco, and Firearms Regulations

Treasury Decisions 6843, 6851, 6871, and 6880
amended regulations in 26 CFR Parts 201, 211, 240,
270, 275, 285, 290, 295, and 296 to implement the
Excise Tax Reduction Act of 1965 (Public Law
89-44) as it relates to chapters 51 and 52 of the
Internal Revenue Code.

Treasury Decisions 6848 and 6849, effective Sep-
tember 24, 1965, prescribed semimonthly return
periods for alcohol and tobacco taxes consistent with
calendar months, and provided for a two-step in-
creased period of time for filing tax returns.

Treasury Decision 5877, published February 26,
1966, provides an entirely new concept for the pay-
ment of distilled spirits tax by domestic bottlers. No
change is made in the method of determining the
tax; however, the actual amount of the tax to be

- paid with any one return will, generally, depend on

the quantity of finished product removed from the
bottler’s premises after completion of processing and
bottling. This system provides taxpayers substantial
relief from the burden of financing their taxpay-
ments until the tax is recovered through sales to cus-
tomers.
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SIGNIFICANT REVENUE RULINGS AND REVENUE
PROCEDURES

Guides for the qualification of annuity, pension,
profit-sharing, and stock bonus plans ynder section
401(a) of the Code were updated (Rev. Rul. 65—
178, C.B. 1965-2,94).

A junior chamber of commerce operated exclu-
sively for the promotion of social welfare qualifies for
income tax exemption under section 501(c)(4) of
the Code (Rev. Rul. 65-195, C.B. 1965-2, 164).

Any increment in value of so-called “advance
premiums,” “prepaid premiums,” or ‘“‘premium de-
posit funds” which is applied to the payment of
premiums due on annuity and life insurance policies,
or made available for withdrawal by the policy-
holder, will result in taxable income to the policy-
holder at that time (Rev. Rul. 65-199, C.B. 1965-2,
20, as amplified by Rev. Rul. 66-120, L.R.B. 1966
20, 8) (T.LR. 748, 7-8-65, and T.LR. 818,
5--16-66).

Guideliries are set forth with respect to the use
of proper identifying numbers in certain specific
situations involving escrow accounts maintained by
abank (Rev. Rul. 65203, C.B. 1965-2, 437).

An annual requirement contract and a material
release authorization, a purchase order, a shipping
order, or a similar document, properly cross-refer-
enced, together constitute a record which is within
the meaning of the term “purchase order or other
document” as used in the temporary rules relating
to tax-free sales and purchases for purposes of the
manufacturers excise tax (Rev. Rul. 65-210, C.B.
1965-2,424). )

The requirements of section 6049 of the Code are
not satisfied where amounts paid by savings institu-
tions are designated as dividends on information re-
turns, Forms 1099 and 1096, in which case the
Service may decline to process such defective returns
and may require the payer to file proper returns
(Rev. Rul. 65-215, C.B. 1965-2,435).

Under the facts presented, the Service will no
longer contend that for purposes of section 337 of
the Code the date a closely held corporation adopts
a plan of complete liquidation is the date of adop-
tion by the shareholders of a resolution authorizing
the distribution of the corporation’s assets (Rev.
Rul. 65-235, C.B. 1965-2, 88) (T.LR. 755,
"8-16-65).

For purposes of the floor stocks and consumer
refund provisions of the Excise Tax Reduction Act
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of 1965, a “demonstrator” automobile could be
treated as a new automobile if it could be shown
that on June 22, 1965, the label required by the
Automobile Information Disclosure Act of 1958 was
affixed to a window of the vehicle, that the vehicle
was to be sold by the dealer under a written or ex-
press warranty by which the manufacturer is obli-
gated to the consumer, or by any other evidence ac-
ceptable to the Service (Rev. Rul. 65-239, C.B.
1965-2, 439, as amplified by Rev. Rul. 65-304,
C.B. 1965~2, 438) (T.LR. 771, 10-6-65).

Where useful lives can be factually determined
with reasonable accuracy on oil and gas pipeline
right-of-way easements and related intangibles (such
asroddage fees for traversing the land, severance and
crop damage, legal fees, etc.), the costs of such in-
tangibles may be depreciated. A taxpayer may
show that these intangibles have a limited life if they
will not be useful after the useful life of a related
pipeline has expired {Rev. Rul. 65-264, C.B. 1965—
2,53) (T.LR. 777, 11-3-65).

Capital gains treatment is accorded the amount
of cash received in a total distribution, on account of
separation from service, consisting partly of cash
and partly in the form of an annuity contract which
is not surrendered in the year distributed (Rev. Rul.
65-267, C.B. 1965-2, 141).

Capital gains treatment does not apply to the
amounts received upon the surrender of annuity con-
tracts in a year subsequent to the year in which they
were distributed by the employees’ trust even though
the contracts represented the total amount standing
to the cmployce s credit at the time of his separation
from service and were distributed in 1 taxable year
(Rev.Rul. 65-268, C.B. 1965-2, 143).

An otherwise qualified hospital may remain ex-
empt from income tax under section 501(c) (3) of
the Code even though it requires its doctor staff
members to pay fees for the use of hospital facilities
(Rev. Rul. 65-269, C.B. 1965-2, 159).

Organizations formed to promote the arts (by
teaching dancing, presenting jazz festivals, or pro-
moting group harmony singing) qualify for income
tax exemption as educational and charitable organi-
zations under section 501 (c) (3) of the Code (Rev.
Rul. 65-270, C.B. 19652, 160; Rev. Rul. 65-271,
C.B. 1965-2, 161; and Rev. Rul. 6646, I.R.B.
1966-9,9).

Wages paid to a farm employee do not consti-
tute gross income from farming, and the employee is

subject to the requirements for the filing of a decla-
ration of estimated income tax within tRe time pre-
scribed by section 6073(a) of the Code (Rev. Rul.
65-280, C.B. 1965-2, 433).

Cost depletion is allowable on ground water ex-
tracted by taxpayers beneath their Jand for irrigation
purposes in the Southern High Plains of Texas and
New Mexico from the Ogallala formation under
facts similar to those in the case of United States v.
Marvin Shurbet, et ux., 347 Fed. (2) 103 (1965).
(Rev. Rul. 65-296, C.B. 1965-2, 181) (T.IR.
780, 11-19-65).

The sale of special motor fuels (such as liquefied
petroleum gas) in general purpose portable con-
tainers that can be attached to a motor vehicle,
motorboat, or airplane in such a manner that the
fuel can be used for its propulsion is not subject to
the retailers excise tax imposed by section 4041( )
of the Code unless the purchaser indicates in writ-
ing to the seller prior to or at the time of the sale
that the entire quantity of the liquid covered by the
sale is for use by him for a taxable purpose as a
fuel in such motor vehicle, motorboat, or airplane.
If such a written statement is not furnished by the
purchaser, he will be liable for the tax on that quan-
tity of the liquid he uses as fuel in a motor vehicle,
motorboat, or airplane or which is sold by him in a
taxable transaction (Rev. Rul. 65-301, C.B. 1965-
2,415).

On or after Febuary 1, 1966, the importation
under described conditions by a resident of the
United States of an automobile not previously sold
in the United States is not considered to be “inci-
dental” as that term is used in the regulations and,
therefore, the U.S. resident is held to be an importer
of a taxable article and his use of the automobile is
subject to the manufacturers excise tax imposed by
section 4061(a)(2) of the Code (Rev. Rul. 65~
317, C.B. 1965-2, 422, as amplified by Rev. Rul.
66-66, L.R.B. 1966-12, 12) (T.L.R. 803, 2-28-66).

A casualty loss deduction arising from the de-
struction of timber by hurricane cannot exceed the
adjusted basis for determining loss from the sale or
other disposition of the quantity of timber which by
fair and reasonable estimates is found to be unfit for
use because of the hurricane. Adjusted basis in
such a case does not include any portion of the basis
attributable to the land, other improvements, or any
timber not rendered worthless by the hurricane
(Rev. Rul. 66-9, L.R.B. 1966-3, 5).
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A qualified plan must provide for commencement
of distributions of an employee’s interest no later
than actual retirement after attainment of normal
retirement age, stated age, or occurrence of a speci-
fied event, and completion of service and uniform
requirements, except, in the case of an owner-
employee, no later than age seventy and one-half
(Rev. Rul. 66-11, I.R.B. 1966-3, 6).

The qualification of plans established for only a
specified class of employees rather than for all em-
ployees was discussed in a series of four rulings (Rev.
Rul. 66-12, LR.B. 1966-3, 7; Rev. Rul. 66-13,
LR.B. 1966-3, 9; Rev. Rul. 66-14, L.R.B. 1966-3,
11; and Rev. Rul. 66-15, LR.B. 1966-3, 12).

Only one-half of the administration expenses,
funeral expenses, and all other ordinary expenses
connected with the management or division of Texas
community property are generally allowable as a
deduction for Federal estate tax purposes. Ex-
penses which can be specifically allocated to the
decedent’s share of the community or incurred
solely to determine the estate tax liability, however,
are deductible in full (Rev. Rul. 66-21, I.R.B.
1966-4, 15).

Where a corporate shareholder received stock in
another corporation as a result of a merger but was
required by a consent decree entered in 1965 to
divest itself of such stock within 7 years, the con-
tinuity of interest requircments of the reorganization
provisions of the Code are satisfied if at the time of
the reorganization the corporate shareholder has no
preconceived plan or arrangement for disposing of
the stock received.  Ordinarily, the Service will treat
5 years of unrestricted rights of ownership as a suffi-
cient period for the purpose of satisfying the con-
tinuity of interest requirements of a reorganization
(Rev. Rul. 66-23, I.R.B. 1966-5, 8).

To clarify and supplement the application of the
formula authorized by Revenue Ruling 65-92,
guidelines are provided for computing annual addi-
tions to reserves for bad debts by banks for taxable
years ending after December 31, 1964 (Rev. Rul.
6626, LR.B. 1966-5, &).

Various situations are: presented for claiming re-
fund of, or taking credit against income tax for, the
manufacturers excise tax on gasoline used otherwise
than as a fuel in a highway vehicle after June 30,
1965, and the tax on lubricating oil used otherwise
than in a highway motor vehicle after December 31,
1965 (Rev. Rul. 6648, I.R.B. 1966-11, 6).
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An upland cotton acreage allotment is an intangi-
ble property right which qualifies as a capital asset
under section 1221 of the Code, if held by a taxpayer
who is not a dealer in such allotments (Rev. Rul.
66-58, I.LR.B. 1966-11, 12) (T.L.R. 800,2-17-66).

The full value of property held by a husband
(who furnished the entire consideration) and wife
as tenants by the entirety is includible in the hus-
band’s gross estate where a determination cannot be
made other than that they died simultaneously.
Where the Uniform Simultaneous Death Act is ap-
plicable, however, the husband’s estate is entitled
to a marital deduction on the one-half interest pass-
ing to the wife (Rev. Rul. 66-60, LR.B. 1966-11,
14).

')I’ruck chassis, designed to be equipped with high-
pressure pumping equipment for use in furnishing
pumping services in oilfields, are subject to Fhe
manufacturers excise tax imposed by section
4061(a) (1) of the Code (Rev. Rul. 66-61, LR.B.
1966-11, 16). .

The applicability of sections 892, 893, and 4382
of the Code to an organization separate in form but
wholly owned by a foreign government will be de-
termined by the organization’s purposes, functions,
and activities (Rev. Rul. 66-73, I.R.B. 1966--13,
10).

\)’V here a corporation is liquidated under section
333 of the Code (1 meonth liquidation) and the
shareholders continue the business of the corporation
as a partnership, a portion of the basis of the share-
holders’ stock must be allocated to the goodwill of
the corporation where the goodwill has value in the
hands of the shareholders (Rev. Rul, 66-81, I.LR.B.
1966-14,9).

In accordance with a prior conclusion that the
sale of a production payment retained from the as-
signment of an interest in oil, gas, and minerals in
place is a “conveyance of realty sold” within the
meaning of section 4361 of the Code, the docu-
mentary stamp tax imposed by that section also
applies to a transaction of the kind commonly de-
scribed and known in the industry as the convey-
ance of a carved-out production payment (Rev. Rul.
66-88, I.R.B. 1966-15, 12).

Further guides are furnished for resolving issues
in connection with deferred compensation plans
established by professional services organizations
(Rev. Rul. 66-92, LR.B. 1966-17, 6).
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When used real property, such as a building, is
acquired for a lump-sum amount, a unified struc-
ture is purchased rather than separate components
of the building. The basis (cost) of the used prop-
erty cannot be allocated into scparate component
accounts in order to determine a composite life for
computing depreciation allowances. Rather, an
overall useful life for the building must be deter-
mined on the basis of the building as a unit (Rev.
Rul. 66-111, LR.B. 1966-19, 6).

The amount of a refund or credit will not be
limited under the provisions of section 6511(b)
(2)(A) of the Code where the last day of the limi-
tation period is a Saturday, Sunday, or legal holi-
day and the claim is filed on the next succeeding day
which is not a Saturday, Sunday, or legal holiday
(Rev. Rul. 66-118, LR.B. 1966-20, 18).

The management of health and welfare plans for
a fee by a business league, exempt from income tax
under section 501(c)(6) of the Code, is an un-
related business subject to-tax (Rev. Rul. 66-151,
C.B. 1966-22, 20).

The qualification for income tax exemption of a
“garden club” depends upon its form of organiza-
tion and method of operation (Rev. Rul. 66-179,
LR.B. 1966-26, 10). :

Procedures are set forth for the application of the
regulations under section 7701 of the Code, relating
to the tax classification of professional service or-
ganizations (Rev. Proc. 65-27, C.B. 1965-2, 1017)
(T.I.R. 770, 10-6-65).

An administrative procedure is provided whereby
cash basis taxpayers may expeditiously obtain con-
sent to change their accounting practice of reporting
payments received under the U.S. Department of
Agriculture 1963 Wheat Stabilization Program and
the 1963 Feed Grain Program (Rev. Proc. 66-1
LR.B. 1966-2, 16).

In examining returns filed for taxable years be-
ginning after December 31, 1964, by employees
and self-employed individuals, the Service will ac-
cept the use of a simplified method for computing
deductions for costs of operating passenger cars (in-
cluding vehicles such as pickup or panel trucks) for
business purposes. The method may be used ir-
respective of whether the taxpayer receives a reim-
bursment or allowance (Rev. Proc. 66-10, LR.B.
1966-10, 19).

Based upon data obtained from manufacturers of
rear loading compaction-type refuse collection
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trucks, the Service will, in the examination of high-
way use tax returns covering such trucks, accept
without substantiation the exclusion of 3,000
pounds in computing their “actual unloaded weight”
(Rev. Proc. 66-15, LR.B. 1966~15, 50).
Manufacturers of tobacco products have the ini-
tial responsibility in determining whether a roll of
tobacco is a cigar or a cigarette and to taxpay it
accordingly. Samples of reconstituted tobacco

intended for use as a wrapper for rolls of tobacco.

and of the finished product and the package need
not be submitted for a tax determination if the
manufacturer is confident that the wrapper material
is a “substance containing tobacco” and that the
product is clearly distinguishable as a cigar or clearly
distinguishable as a cigarette (Rev. Proc. 66-5,
L.R.B. 1966-4, 23).

Stills, beer, wines, or distilled spirits shipped to
any possession of the United States on or after July
1, 1965, shall be considered to be exportations for
any purpose within the purview of 26 CFR Parts
196, 201, 240, 245, or 252. This ruling modifies
the definition of “export” and “exportation” con-
tained in the above cited regulations (Rev. Rul. 65—
182, C.B. 1965-2, 487).

Interest is payable on the amount paid in excess
of that due with a bottler's deferred payment re-
turn, Form 4077, only as to the amount in excess
of the total outstanding liability for distilled spirits
tax; and underpayment on such return is subject
to interest (Rev. Rul. 66-109, I.R.B. 1966-18, 22).

Two additional meters were approved for meter-
ing beer in breweries, and all approved meters, to-
gether with related control, installation, and test-
ing provisions, were incorporated in one issuance
for ready reference by interested individuals (Rev.
Proc. 66-14, L.R.B. 196613, 22).

SIGNIFICANT ANNOUNCEMENTS

A pamphlet, entitled “The Excise Tax Reduction
Act—Some Questions and Answers for Consum-
ers,” may be ordered from the Superintendent of
Documents, U.S. Government Printing Office (An-
nouncement 65-59, LR.B. 1965-30, 35).

The Service has undertaken a project aimed at
more effective taxpayer guidance regarding the de-
ductibility of payments by patrons who are thereby
entitled to participate in events conducted to raise

97




ANNUAL REPORT ¢ APPENDIX

funds for charity (Announcement 65-61, IL.R.B.
1965-31, 28) (T.LR. 747, 6-30-65).

The National Office Technical Organization has
been realigned to provide better utilization of its
manpower and improved service to taxpayers (An-
nouncement 65-62, I.R.B. 1965-33, 50) (T.LR.
751, 7-20-65).

Exempt trusts are requested to cooperate with the
Service in updating its records prior to conversion to
automatic data processing (Announcement 65-69,
LR.B. 1965-37, 54) (T.LR. 758, 9-1-65).

Cash basis farmers who have reported diversion
payments under the 1963 Agricultural Wheat and
Feed Grain Programs in the year of actual receipt
rather than in the year of constructive receipt may
request a change in accounting practice under Reve-
nue Procedure 64-16 (Announcement 65-72,
LR.B. 196541, 34) (T.LR. 762, 9-20-65).

New procedures have been developed for process-
ing cases reportable to the Joint Committee on In-
ternal Revenue Taxation (Announcement 65-77,
LR.B. 1965-43, 41) (T.LR. 763, 9-22-65).

The Index-Digest Supplement to Cumulative Bul-
letins 1961-64, a compilation of digests of all mat-
ters appearing in the Cumulative Bulletins for those
years, is available from the Superintendent of Docu-
ments, U.S. Government Printing Office (An-
nouncement 65-80, I.LR.B. 196544, 41).

A gift of money, land, or other property to pro-
grams designed to conserve the Nation’s natural
beauty may qualify for a charitable contribution
deduction (Announcement 65-86, L.R.B. 1965-50,
42). .

The Special Enrollment Examination given on
September 23 and 24, 1965, for persons other than
attorneys or certified public accountants, who wish
to practice before the Service, is reproduced in the
Bulletin (Announcement 66-5, I.LR.B. 1966-3, 18).

One edition of the Bulletin is devoted to the pub-
lication of an index to administrative and procedural
matters (other than those on alcohol, tobacco, and
firearms taxes) which have been published in the
Bulletin since 1952 (Announcement 6613, I.R.B.
1966-7).

Beginning January 1, 1967, computer produced
magnetic tape reports of payments of income will be
accepted by the Service (Announcement 66-16,
LR.B. 1966-8, 61).

A brief summary of the various records required
to be retained for Federal tax purposes is included
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in the current “Guide to Record Retention Require-
ments,” which has been published in the Federal
Register (Announcement 66-25, I.R.B. .1966-13,
24). .

The proposed revision of Form 3646, -Income of
Controlled Foreign Corporation, includes a schedule
relating to ecarnings and profits of controlled
foreign corporations ( Announcement 66-37, I.R.B.
1966~19, 21 (T.LR. 813, 4-20-66).

ALCOHOL AND TOBACCO INDUSTRY CIRCULARS

Industry Circulars 65-30 and 65-31 (Nov. 1,
1965) advised alcohol and tobacco industry mem-
bers, qualified for extended deferral, that when the
last date for filing a return falls on a Saturday, Sun-
day, or legal holiday, such return will be timely filed
if it is filed on the next succeeding day which is not
a Saturday, Sunday, or legal holiday.

TECHNICAL INFORMATION RELEASES

One of the primary means of informing the public
of the enactment of new legislation or steps that
taxpayers must take under recently enacted legista-
tion is by the issuance of Technical Information
Releases. Among such Technical Information Re-
leases issued during the year were:

T.IR. 750 (July 15, 1965) announcing that ex-
tensions of time for filing excise tax returns and
paying the tax would be granted to certain taxpayers
entitled to credits or refunds under the Excise Tax
Reduction Act of 1965 (Public Law 89-44).

T.LR. 772 (Oct. 12, 1965) explaining the lia-
bility of surety companijes with regard to gasoline
and lubricating eil sold prior to July 1, 1965, because
of amendments to the Code by Public Law 89-44.

T.IR. 790 (Dec. 20, 1965) instructing taxpayers
about changes in references to the Federal admis-
sions tax on tickets for admission to theaters, etc.,
because of the repeal of the tax on admissions made
by Public Law 89-44.

T.LR. 808 (Apr. 1, 1966) announcing alter-
native formula tables for withholding of income tax
to assist employers in complying with the Tax Ad-
justment Act of 1966 (Public Law 89-368).

T.IR. 809-(Mar. 29, 1966) calling attention to
the changes provided for in Public Law 89-368 with
respect to the communication services tax imposed
on amounts paid for local telephone services, toll
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telephone service, and teletypewriter exchange
service.

T.IR. 811 (Apr. 5, 1966) pointed out that sec-
tion 102 of Public Law 89-368 provided that for
taxable years beginning on or after January 1, 1967,
self-employed persons must include their estimated
self-employment tax in their declaration of estimated
tax.

SUPREME COURT DECISIONS

Civil Cases

The Court, in reversing the Second Circuit in
Fribourg Navigation Co. v. Commissioner, 383 U.S.
272 (1966), held that depreciation was not to be
disallowed in the year of sale, as a matter of law,
merely because the sales price of a depreciable asset
exceeded the adjusted basis of such asset at the be-
ginning of the year of sale. By tying depreciation
to sales price, the Court held that the Commissioner
had commingled two distinct and established con-
cepts of tax accounting—depreciation of an asset
through wear and tear or gradual expiration of use-
ful life and fluctuations in the value of that asset
through changes in price levels or market values.
This decision does not, however, preclude the Corn-
missioner from requiring a redetermination of useful
life and salvage value of an asset where they are
found to be erroneous.

In Commussioner v. Tellier, 342 U.S. 690 (1966),
the Court held that legal expenses incurred by a
securities dealer in an unsuccessful defense of a
criminal prosecution were deductible as ordinary
and necessary business expenses. In upholding a
decision of the Second Circuit, the Court rejected
the Government's contention that the deduction
must be disallowed on the ground of public policy.

In Hollywood Baseball Association v. Commis-
sioner, 383 U.S. 824 (1966), the Court followed
its decision in Malat v. Riddell, 383 U.S. 569
(1966), also decided during the same term, and
remanded the case to the Tax Court to deter-
mine whether bascball player contracts were held
“primarily” for sale in the ordinary course of tax-
payer’s trade or business. AMalat had resolved a
conflict among the Courts of Appeals with regard to
the meaning of the term “primarily” as it is used
in section 1221(1) of the 1954 Code. In Malat,
the Court rejected the Commissioner’s *dual pur-
pose” construction of the term and held that it is

to be given its ordinary, everyday meaning, that is,
“of first importance” or “principally.”

In Estate of Leyman v. Commissioner, 383 U.S.
832 (1966), the Court vacated the judgment of the
Sixth Circuit, 344 F. 2d 763 (6th Cir. 1965) and
remanded the case to the Tax Court for computa-
tion of the civil fraud penalty in accordance with
Public Law 89-339, a private relief bill. That
statute specifically amends section 894(a) of the
1939 Code to provide, consistent with the cor-
responding provision of the 1954 Code (sec. 6653
(b)) and contrary to the pro-Government holding
of the Sixth Circuit, that the fraud penalty for filing
a fraudulent estate tax return is to be computed as
50 percent of the total deficiency rather than as 50
percent of the entire tax, as provided in section
3612(d)(2).

The Court, in Fortugno v. Commissioner, 353 F.
2d 429 (3d Cir. 1966), granted taxpayer's petition
for certiorari and agreed to review a Third Circuit.
decision which held that an advance payment con-
stituted a deposit rather than a payment of tax
for purposes of determining whether interest is due
the taxpayer on a remittance in excess of the finally
determined liability.

The Supreme Court denied the Government’s
petition for a writ of certiorari in Estate of Borax v.
Commissioner, 349 F. 2d 666 (2d Cir. 1965) and
Wondsel v. Commissioner, 350 F. 2d 339 (2d Cir.
1965). The taxpayers (husbands) had obtained
ex parte divorces (Borax in Mexico and Wondsel in
Florida) which, at the instance of their first wives,
were declared invalid by the New York Supreme
Court. Marriages entered into by the husbands
following the divorces were also declared invalid.
Despite these declarations of invalidity, the Second
Circuit held that taxpayers may treat the divorces
and remarriages as valid for tax purposes.

In Malat v. Riddell, 383 U.S. 569, decided
March 21, 1966, the Supreme Court rendered a
significant per curiam decision adverse to the Gov-
ernment in a very frequently litigated area of tax
law. The question presented was whether prop-
erty held for either rent or sale, whichever proved
to be the more profitable, should be treated as prop-
erty held “primarily” for sale to customers in the
ordinary course of a trade or business under section
1221(1).

The Court resolved a conflict on this question
between the circuits, and held that the word “pri-
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marily” should be construed in accord with its
ordinary, literal meaning as “of first importance.”
The case was remanded for fact findings as to which
purpose, renting or selling, was primary. In addi-
tion to its importance under section 1221(1), this
decision could also affect the interpretation of other
Code provisions using the word “primarily” or sub-
stantially the same language.

On the same day as the Malat decision the Court
also decided The Motorlease Corporation v. United
States, 383 U.S. 573, against the Government on
the authority of its prior decision in Fribourg Navi-
gation Co., Inc. v. Commissioner, 383 U.S. 272,
which involved the same question.

On March 23, 1966, O’Malley et al.,, Exrs. v.
United States, 383 U.S. 627, was decided in favor
of the Government, resolving a conflict among the
circuits on an estate tax question arising under sec-
tion 811(c)(1)(B)(ii) of the Internal Revenue
Code of 1939, the predecessor to section 2036 (a) (2)
of the Internal Revenue Code of 1954. The case in-
volved an irrevocable inter vivos trust where the
settlor retained the power to accumulate income for
the remaindermen instead of distributing it currently
to income beneficiaries. The Court held that not
only the trust corpus, but also the income which had
been accumulated under this power, was includible
in the gross estate. It rejected the argument that
the decedent had only transferred the corpus and had
never made a “transfer” of the accumulated income
within the meaning of the statute.

United States v. Catto, 86 S. Gt. 1311, was de-
cided on April 26, 1966, in favor of the Govern-
ment. In doing so, the Court reversed the Fifth
Circuit and resolved a contflict between its decision
and other circuit court decisions, including United
States v. Ekberg, 291 F. 2d 913 (8th Cir. 1961),
regarding the question of the validity of section
1.471-6(f) of the regulations. This regulation re-
quires that accrual basis farmers ‘and ranchers elect-
ing to use the “unit-livestock-price method” of in-
ventorying animals raised for sale, draft, or dairy
purposes must use the same method for inventory-
ing breeding animals also. The result is that the
cash method cannot be employed by such taxpayers
in the case of raised breeding livestock in comput-
ing capital gain on the sale of such animals, and
cash basis taxpayers are able to obtain a substan-
tial tax advantage on such sales not available to
accrual basis taxpayers. Notwithstanding such
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acknowledged tax differential, the Court concluded
that the regulation was clearly valid. As a result of
the decision, corisideration is being given by the
Treasury Department to requiring cash basis ranch-
ers to capitalize raising costs thereby rémoving the
advantage which they presently enjoy ‘over accrual
basis ranchers.

The Court on December 13, 1965, in the case of
United States v. Ray Speers, Trustee in Bankruptcy
of the Kurtz Roofing Company, 86 S. Ct. 411, af-
firmed the Court of Appeals for the Sixth Circuit
and held against the United States. The Court
held that under section 70c of the Bankruptcy Act
(11 U.S.C. 110c) the Federal tax lien is invalid as
to the trustee in bankruptcy unless a notice of Fed-
eral tax lien is filed prior to the commencement of
the bankruptcy proceeding. The Court relied on
the legislative history of section 70c and congres-
sional action on bills, which would accomplish the
same result, to support its conclusion. The specific
question presented was whether a trustee in bank-
ruptcy is a “judgment creditor” within the mean-
ing of section 6323 of the Internal Revenue Code of
1954.

On June 6, 1966, the Court decided the case of
United States v. The Equitable Life Assurance
Society of the United States, 86 S. Ct. 1561, in favor
of the United States, reversing the Supreme Court
of New Jersey. The Court held that a Federal tax
lien was entitled to priority over claims of an attorney
for fees. The Supreme Court of New Jersey had
awarded priority to the attorey’s claims on the basis
of a State law which provides for the allowance in
a foreclosure action of an attorney’s fee fixed by
statute as a certain percentage of the amount ad-
judged to be paid the mortgagee and taxed as costs
in the foreclosure action. The Supreme Court of
the United States decided that since this New Jersey
law had not been invoked, much less applied, to
establish the liens for such costs at the time when
the Federal tax lien attached, the Federal lien was
prior.

The Court on June 13, 1966, affirmed the Court
of Appeals for the Fifth Circuit in part, reversed
in part and remanded the case of Nickolas, Trustee
v. United States, 384 U.S. 678. The Court in
reversing held that the trustee in bankruptcy was
not liable for interest on Federal taxes' which were
incurred by a debtor in possession during an arrange-
ment proceeding under chapter XI of the Bank-
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ruptcy Act where the arrangement proceeding was
terminated and a petition in bankruptcy was filed
before such taxes became payable. The Court fur-
ther held that interest on cabaret and withholding
taxes was not a trust fund. The Court in affirming
held that the trustee was liable for penalties for fail-
ure to file timely returns for such taxes. Penalties
are necessary for enforcement and no legitimate pur-
pose would be served by permitting the trustee to
escape the unburdensome task of filing returns.  In-
asmuch as the case of United States v. Kalishman,
Trustee, 346 F. 2d 514 (8th Cir. 1965), decided
adversely against the Government by the Eighth Cir-
cuit Court of Appeals involved the same issue but
only as regards interest, certiorari was held in abey-
ance pending the outcome of the Nicholas case. In
conformity with the decision in the Nicholas case,
the Court on June 20, 1966, denied the Govern-
ment’s petition for certiorari.

In the case of Segal v. Rochelle, Jr., 86 S. Ct.
511, in which the United States was not a party, the
Court on January 18, 1966, affirming the Court of
Appeals for the Fifth Circuit, held that refunds re-
sulting from a loss—carryback based on losses occur-
ring during the year of bankruptcy were assets of
the trustee in bankruptcy rather than the taxpayer—
bankrupt, even though the refunds were not payable
until after the close of the taxable year. This de-
cision will have a substantial effect with respect to
the collection of taxes from bankrupt taxpayers.

On June 6, 1966, the Court granted certiorari
over the Government’s objections in the case of
Hodes v. United States, 355 F. 2d 746 (2d Cir.
1966). The Court of Appealsin this case had over-
ruled the district court and held that Federal tax
liens were superior against certain mortgagees and
purchasers. The decision is very significant inso-
far as the collection of the revenue is concerned in
that under the Circuit Court’s reasoning and de-
cision a Federal tax lien has no specific time limita-
tion on its life and survives so long as the underlying
liability is enforceable. Under section 6502(a) of
the Code, the tax assessed may be collected by a
proceeding in court begun within 6 years of the as-
sessment. Therefore, the institution of a suit to
enforce the tax liability extends the life of the tax
lien beyond the 6-year peried.  The judgment keeps
the underlying Kability enforceable and therefore
“‘serves merely as a measuring rod for the life of the
lien”  The court held also that the tax lien does

not merge into the judgment but exists
independently.

°
Actions of Lower Court

In response to the Service’s recommendation, the
Solicitor General has filed a petition for a writ of
certiorari in Stidger v. Commissioner, 335 F. 2d
294 (9th Cir. 1965). The Ninth Circuit held that
amounts expended for meals by a military officer
stationed at his permanent duty post to which he is
prohibited from bringing his family, constitute de-
ductible “traveling expenses” incurred while away
from home in the pursuit of a trade or business
rather than nondeductible “personal” or “living”
expenses. The Ninth Circuit’s decision conflicts
with that of the Fourth Circuit in Bercaw v. Com-
missioner, 165 F. 2d 521 (4th Cir. 1948). The
decision also conflicts with other appellate courts’
interpretations (i.c., the Second, Third, and Fourth)
of the term “home™ in the travel expense area.
This issue is of importance because there are ap-
proximately 25,000 commissioned officers serving
overseas at permanent duty stations to which they
cannot take their families.

The Seventh Circuit upheld the Commissioner’s
position in Rev. Rul. 57-377, C.B. 19572, 146, in
Commissioner v. Indiana Broadcasting Corp., 350
F. 2d 580 (7th Cir. 1965), when it reversed the
Tax Court and held that a television station’s net-
work affiliation contract (with Columbia Broad-
casting Co.) for a 2-year term, which was auto-
matically renewable for successive 2-year terms, was
not a depreciable asset. The network affiliation
contracts had been purchased with other assets of
the station.

The Service was successful in a. case involving a
net operating loss carryover and a section 482 allo-
cation issue. In Pauline W. Ach v. Commissioner,
358 F. 2d 342 (6th Cir. 1966), the Service reallo-
cated 70 percent of the 1954-58 income of a dress
business from the Ach Corp. to Pauline. The dress
business had previously been transferred to an in-
active family corporation having heavy net operating
losses. The sole purpose of the transfer was to give
a tax benefit by routing the income of the dress busi-
ness through the corporation and thence back to
Pauline or her husband in the guise of tax-free re-
payment of otherwise unrecoverable loans earlier
made by the husband to the corporation. The
Sixth Circuit, holding that the term “ownership” in
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section 269 of the 1954 Code included “beneficial
ownership,” also denied the corporation the use of
certain net operating loss-carryovers sustained prior
to 1953 in the operation of its creamery and dairy
business.

In another section 482 case the Commissioner
successfully included in the parent corporation’s in-
come a portion of the commissions paid and dis-
counts allowed to the parent’s wholly owned foreign
subsidiary. The commissions paid and the discounts
allowed by the parent to its subsidiary were far in
excess of the commissions and discounts that had
been paid or allowed to the parent corporation’s pre-
viously existing independent agent in the same coun-
try and to the parent’s independent representative
in another country.  Q4dl Base, Inc. v. Commissioner,
17 AFTR 2d 1280 (9th Cir. 1966). The Court
upheld the arm’s length bargaining standard of the
regulations and effectively limited its prior holding
in Frank v. International Canadian Corp., 308 F.
2d 520 (9th Cir. 1962).

The Commissioner’s attempt to establish legal
support for collateral estoppel as fulfilling respond-
ent’s burden of proof in support of the civil fraud
penalty has met with mixed success. The Fourth
Circuit in Amos v. Commissioner, 360 F. 2d 358
(4th Cir. 1965), initially added unqualified appel-
late court approval of the Tax Court’s newly estab-
lished position, that conviction for criminal tax
evasion results in collaterial estoppel as to the fraud
issue in later civil proceedings. However, the
Fourth Circuit subsequently modified its decision
in Moore v. United States, 360 F. 2d 353 (4th Cir.
1965) and held that the wife, who had signed a
joint return but had not been a party to the criminal
evasion action, was not estopped by the husband’s
conviction and could litigate the fraud issue in the
civil proceeding.

Taxpayer’s attempt to deduct his State’s income
tax on his share of business income from a partner-
ship in computing adjusted gross income as an ordi-
nary and necessary business expense was successfully
thwarted in Tanner v. Commissioner, CCH par.
9537 (4th Cir. 1966). Significantly, the Tax
Court’s decision was affirmed by the Fourth Circuit
which had previously allowed a deduction from ad-
justed gross income for legal and accounting fees
incurred in controversies with respect to Federal in-
come tax deficiencies, and interest thereon, as de-
ductions “attributable to a trade or business carried
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on by the taxpayer” in Standing v. Commissioner,
259 F. 2d 450 (4th Cir. 1958).

In John G. Moffatt v. Commissioner, 17 AFTR
2d 1290 (9th Cir. 1966 ), the Ninth Circtit affirmed
the Tax Court’s holding that, under section 356 of
the Internal Revenue Code, the transferee corpora-
tion acquired “substantially all” of the assets of the
transferor when it had the use and benefit of all the
assets relating to the operation of the transferor’s
business even though certain nonoperating assets
were retained by the transferor’s stockholders (i.e.,
3514 percent of the book assets of the transferor).
It specifically adopted the position in Rev. Rul. 57—
518, C.B. 1957-2, 253, to the effect that no specific
percentage should be controlling in determining
what are “substantially all” of the transferor’s assets.
This decision refutes the oft-cited principle that 86
percent total net worth is sufficient (Commissioner
v. First National Bank, 104 F. 2d 865 (3d Cir.
1939)) but that 68 percent is insufficient (4rctic
Ice Machine Co. v. Commissioner, 23 B.T.A. 1223
(1931) ) to meet the “‘substantially all” requirement.

In Uinta Livestock Corp. v. United States, 335
F. 2d 761 (10th Cir. 1966), the court held that
execution of a Form 870-Ad promising not to claim
refund did not estop the taxpayer from thereafter
suing for refund. This decision represents another
in a long line of conflicting decisions on this ques-
tion. The question of binding effect of a Form 870-
Ad is of great importance administratively because
of the numerous “agreements” entered into by the
Service with taxpayers using these forms.

The decisions in Jerome Moore v. United States,
360 F. 2d 353 (4th Cir. 1966), and O. K. Arm-
strong v. United States, 354 F. 2d 274 (Ct. CL
1966, resolved in favor of the Government the very
important question of whether a prior criminal
conviction is binding on a taxpayer under collateral
estoppel principles in subsequent civil proceedings
involving fraud penalties for the same year. These
decisions are consistent with several other recent
decisions to the same effect.

However, in the Moore case the circuit court re-
solved another important aspect of this problem
in a manner unfavorable to the Government. It
held that the wife who filed a joint return could
still relitigate the question of her husband’s fraud,
since she was not a party to the criminal case. The
court did not discuss the question of whether the wife
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and husband could be considered to be in privity for
collateral estoppel purposes.

In Morrison v. United States, 355 F. 2d 218 (6th
Cir. 1966), cert. den. June 13, 1966, the Govern-
ment was successful in upholding its position that
an uncompensated casualty loss had to be offset
against a section 1231(a) gain before any loss could
be deducted under section 165(c)(3). This issue
affects numerous taxpayers. The court declined to
follow the previous decision for the taxpayer in
Maurer v. United States, 284 F. 2d 122 (10th Cir.
1960), involving a similar question.

The year saw two more adverse decisions con-
cerning the property status of the cash surrender
value of a level premium life insurance policy in lien
foreclosure suits, the cases being United States v.
Home Life Insurance Co., 355 F. 2d 86 (2d Cir.
1966) and United States v. Miroff, 353 F. 2d 481
(7th Cir. 1965). Earlier adverse decisions were
in United States v. Mitchell, 349 F. 2d 94 (5th Cir.
1965) ; Mutual Life Insurance Co. of New York v.
United States, 343 F. 2d 71 (9th Cir. 1965); and
United States v. Sullivan, 333 F. 2d 100 (3d Cir.
1964). In rejecting the Government’s arguments
the Third and Seventh Circuits have held that a
policy loan is not a direct loan, but rather an ad-
vance to the insured of the cash loan value since
the insured is merely drawing down money de-
posited with the insurer which he has no obligation
to repay. There was not a lien priority question,
as contended by the Government, since the insurer
was a debtor of the insured, not a creditor. Fur-
ther, as to the effect of a notice of levy, the Second,
Third, Fifth, and Ninth Circuits have held that
while a tax lien attached to the power of election
held by the insured to cancel the policy and receive
the cash surrender value, the levy alone did not exer-
cise the right of the taxpayer to demand the cash
surrender value. Petitions for writs of certiorari
were not filed in any of the cases.

A significant decision with respect to the collec-
tion of taxes by suit was entered by the Fifth Cir-
cuit in the case of United States v. West Texas State
Bank, 357 F. 2d 198 (5th Cir. 1966). The court
reversed and remanded the district court decision,
holding that the State statute of limitations did not
apply in a suit brought by the Government on a con-
tract under which the bank had agreed to assume
the debts and liabilities of the taxpayer corporation
in consideration for a transfer by the corporation

of all of its assets. The United States had brought
suit as a third party beneficiary to enforce the con-
tract and the circuit court reasoned that since the
action was one to collect taxes the Government was
acting within its sovereign capacity and was there-
fore immune from time restrictions imposed by
State law.

In the case of United States v. Silverstein, 344
F. 2d 1016 (2d Cir. 1965), cert. den. 382 U.S.
828 (1965) the Court of Appeals affirmed the Dis-
trict Court, holding that a general partner in two
real estate syndicates was not entitled to invoke the
fifth amendment privilege against self-incrimination
as grounds for his refusal to produce the syndicates’
books and records where it was found that the syndi-
cates were of a character so impersonal in the scope
of their membership and activities that they could
not be said to embody or represent the purely private
or personal interests of their constituents, but rather
to embody their common or group interests only.

The Court of Appeals for the Seventh Circuit
had occasion to rule with respect to two suits
brought to enjoin the district director from using
evidence for purposes of asserting deficiencies, which
evidence was unlawfully seized by State officials and
then turned over to the Service. The Seventh Cir-
cuit in Zamaroni v. Philpott, 346 F. 2d 365 (7th
Cir. 1965), affirmed the district court in dismissing
the injunction suit against the district director,
agreeing that there was no jurisdiction to enjoin
the Service from using certain evidence in the deter-
mination of a tax liability. The Court did not rule
on the question of whether the exclusionary rule set
forth in Elkins v. United States, 364 U.S. 206
(1960), applies to civil proceedings. In Kennedy
v. Coyle, 352 F. 2d 867 (7th Cir. 1965), the Court
affirmed the district court’s dismissal upon the
grounds that the taxpayer had an adequate remedy
at law. The Court again rcfused to resolve the
question of whether the exclusionary rule applies
to civil proceedings.

In the case of Illinois Redi-Mix Corp. v. Coyle,
66—14 STC par. 9435 (7th Cir. 1966), the question
presented was whether due process requires that
attorneys’ and accountants’ fees for services rendered
and to be rendered in contesting jeopardy assess-
ments for income taxes be paid out of funds of the
taxpayer which are subject to Federal tax liens.
The Court reversed the district court which had or-
dered payment of the fees, stating that the constitu-
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tional question of due process was prematurely
decided.

The Government obtained another significant
decision in the case of United States v. Montreal
Trust Company, 358 F. 2d 239 (2d Cir. 1966),
cert. den. 86 S. Ct. 1366. The United States insti-
tuted suit in the district court in New York against
the estate of the taxpayer, a deceased resident of
Canada, to reduce to judgment income tax assess-
ments arising from income realized by the taxpayer
from various New York transactions. Service was
made on the taxpayer’s Canadian executors under
the New York “long-arm” statute which confers
“personal jurisdiction over any nondomiciliary or
his executor or administrator,” as to causes of action
arising from the transaction of business in New
York. The bank, one of the executors, challenged
the jurisdiction of the district court alleging that
service was not authorized under the New York
statute. The district court held that the Govern-
ment had not proved necessary jurisdictional
facts. The Court of Appeals decided that the tax-
payer through the activities conducted by his agents
in New York had transacted sufficient business in
the State to establish prima facie proof of the juris-
dictional facts. The Court remanded the case for a
hearing on the merits, stating that the threshold
jurisdiction established for purposes of utilizing the
“long-arm” statute does not relieve the Government
at the trial on the merits from proving the facts
upon which jurisdiction is based by a preponderance
of the evidence.

In the case of Brown v. Lethert, 360 F. 2d 560
(8th Cir. 1966), the Court affirmed the order of the
district court denying an injunction against the col-
lection of Federal taxes. The taxpayer sought the
injunction on the basis that the Service had not
complied with the statute requiring notice of deter-
mined deficiencies in income tax. The Court found
that the notices of deficiency were properly sent
to the taxpayer’s “last known address” and held that
the failure of the taxpayer to receive the notices was
not relevant because a notice sent by registered mail
to the correct address is adequate under the statute,
whether or not it is received.

The Seventh Circuit Court of Appeals in the case
of Tillotson v. Boughner, 350 F. 2d 663 (7th Cir.
1965), reversed the district court and held that the
attorney for an undisclosed client was not in con-
tempt of court for refusing to divulge the name of
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the person who employed him to make a voluntary
payment of taxes. This case involves the situation
where an attorney transmitted a cashier’s check to
the Service for over $215,000 and refused fo divulge
the name of his client. In 1964 in the decision of
Tillotson v. Boughner, 333 F. 2d 515 (7th Cir.
1964), the Court of Appeals affirmed the district
court order holding that the Service had the author-
ity to issue a summons to ascertain the tax liability of
the unknown taxpayer. After the attorney’s petition
for writ of certiorari was denied, he still refused
to disclose the identity of his client, raising for the
first time the attorney-client privilege. The United
States moved for a contempt citation and the dis-
trict court held him in contempt and fined him $100
a day until he purged himself of his contempt. On
the appeal to the Court of Appeals, the Court held
that the attorney had not waived the right to claim
the attorney-client privilege and further, that under
the facts of the case the attorney-client privilege
includes the identity of the client. Certiorari was
not sought by the Government. As an additional
matter of interest, the Court of Appeals in the case
of Rayunec v. Schulze, 350 F. 2d 666 (7th Cir.
1965), cert. den. 382 U.S. 919 affirmed the district
court, holding that the records of the bank from
which the attorney purchased the cashier’s check
for the undisclosed client were not clothed with the
attorney-client privilege and ordering that the bank
produce its records.

Of special interest were two cases in which tax-
payers convicted of income tax evasion were later

detected and convicted of willful attempts to evade .

payment of the same taxes which they had evaded.

Harold C. Trownsell, Chicago, Ill., was found
guilty by U.S. Judge J. Sam Perry of willfully at-
tempting to evade the payment of corporate and in-
dividual income taxes for the years 1946 to 1953,
inclusive. Trownsell was sentenced to 5 years in
prison, with the proviso that the court would recon-
sider the sentence if within 60 days, Trownsell would
take some action towards the returning of $500,000
from Switzerland. Trownsell has appealed his con-
viction. In 1954 Trownsell pleaded guilty to evad-
ing the income taxes of the Trownsell Chevrolet
Sales, Inc., and Chicago Avenue Chevrolet, Inc., for
the years 1946 to 1948, inclusive, for which he was
sentenced to serve 3 years in prison and fined
$10,000. In the recent trial he was found guilty
of attempting to evade payment of these corporate
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income taxes, as well as income taxes for other years,
owed by him and the corporations. The evidence
showed that as a part of the scheme of evading pay-
ment, the defendant had sent in excess of $500,000
out of the country to a Swiss bank.

Charles R. (Ruby) Stein pleaded guilty to will-
ful attempted evasion of the payment of his income
taxes for the years 1947 to 1950, inclusive, and
willfully evading his income taxes for the years
1960 and 1961. Judge Weinfeld of the Southern
District of New York, sentenced Stein to serve 4
years in prison, concurrently, and to pay fines total-
ing $30,000. 1In a prior prosecution, Stein in 1954
pleaded guilty to evading his taxes for the years
1946 to 1949, inclusive, and was sentenced to serve
a year and a day in prison together with ! year’s
probation.  As noted above the recent prosecution
was partly based on willful evasion of the payment
of taxes for several years covered by the prior eva-
sion case. Newspaper publicity referred to Stein
asa “loan shark’s loan shark.”

Perhaps the two most significant decisions in civil
cases in the alcohol and tobacco tax area were
handed down by district courts. In Wood v. United
States, 250 Fed. Supp. 995 (D.C. S. Car.), the court
clearly and squarely upheld the Government’s tradi-
tional position that the alcohol contained in fer-
mented but as yet undistilied mash found at the site
of an illicit still is taxable as distilled spirits. Al-
though this has been the Government's view for 100
years, never before has the issue been squarely and
definitely presented in a reported case.

The other district court case of outstanding sig-
nificance involved the judicial forfeiture of the mail
order weapons purchased by Lee Harvey Oswald
and used in the assassination of President Kennedy
(15 U.S.C. Ch. 18). Forfeiture under the Federal
Firearms Act was sought on the gro’und that the
weapons were involved in a violation of the Federal
Fircarms Act (15 U.S.C. section 905(b)) in that
Oswald, by ordering the weapons under a fictitious
name, caused the dealers who sold the weapons
(though unwittingly) to make false entries in the
records which the law required to be maintained.
In a strong opinion (U.S. v. One 6.5 mm. Mann-
licher-Carcano Military Rifle, etc., 250 Fed. Supp.
410) the District Court decreed forfeiture of the
weapons. The claimant, who allegedly purchased
the weapons from Mrs. Oswald, has appealed and
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the case is now pending before the Court of Appeals
for the Fifth Circuit.

Another wagering tax forfeiture case of signifi-
cance, One 1961 Lincoln Continental Sedan v.
United States was decided by the Court of Appeals
for the Eighth Circuit in May of 1966 (360 F. 2d
467) when the Court reaffirmed the position that a
substantial amount of currency is required in the con-
duct of a wagering operation and is therefore subject
to forfeiture as is an automobile which is used as
an active aid in the business. Of greater signifi-
cance, however, is the Court’s rejection of a con-
tention that One Plymouth Sedan v. Pennsylvania,
380 U.S. 693 (1965) requires that the Government,
in a forfeiture case, prove its case beyond a reason-
able doubt. The Circuit Court said *“overwhelm-
ing authority unequivocally holds that the esssential
facts must be established by a preponderance of the
evidence and not beyond a reasonable doubt.”

Perhaps the largest sum of money subjected to
judicial forfeiture in recent years was invloved in
US. v. $305,644.26, Civil Action No. C65-403,
decision dated March 8, 1966, in which the District
Court for the Northern District of Ohio forfeited the
money seized from the operators of a large scale
“numbers” operation in the Cleveland, Ohio, area.

United States v. George Fisher, as claimant of one
1954 Cadillac sedan, 353 F. 2d 396 (5th Cir. 1965)
is of importance primarily because the Circuit Court
supported the Government’s contention that a hand
stock gun designed to fire fixed shotgun ammuni-
tion was a “firearm” in the “any other weapon”
category under the National Firearms Act and not
a pistol or revolver which types of weapons are not
subject to the act. This decision will be helpful
in controlling commerce in this type of weapon
which has proved troublesome in the past.

There were two significant criminal decisions in
the firearms area. In United States v. Forgett, 349
F. 2d 601 (6th Cir. 1965), the Circuit Court upheld
the conviction of Forgett for shipping in interstate
commerce 52 firearms which had not been registered
as required (sec. 5841, LR.C.) in violation of the
National Firearms Act (sec. 5855, L.R.C.). For-
gett had contended that the registration provisions
of section 5841 violated the fifth amendment, rely-
ing on Russell v. United States, 306 F. 2d 402 (Sth
Cir. 1962). The Court rejected this contention,
pointing out that the offense was the unlawful trans-
portation, not the failure to register, and that, in
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any event, registration of the firearms by Forgett
prior to shipment would not have incriminated him.
Certiorari was denied by the Supreme Court on
February 28, 1966, 383 U.S. 926.

- The precedent effect of the refusal of the District
Court to consider a sawed-off shotgun a firearm un-
der the National Firearms Act because the firing
pin was missing (U.S. v. Thompson, 202 Fed. Supp.,
N.D. Cal., 1962) was weakened by U.S. v. Cosey,
244 Fed. Supp. 100 (D.C.E.D. La. 1965) where
the Louisiana District Court, although disclaiming
any intention to criticize Thompson, after a court-
room demonstration as to the ease with which the
gun could be fired by using a nail, held that a sawed-
off shotgun, minus a firing pin, was a firearm under
the National Act.

The power of the Service to annul alcoholic bev-
erage permits secured through fraud, misrepresenta-
tion or concealment of material fact has been
considerably strengthened by a decision of the Court
of Appeals for the Eighth Circuit. The Circuit
Court in White, et al.v.U.S.,355 F. 2d 58, affirmed
an administrative order annulling an outstand-
ing permit because of the concealment of the con-
tinued interest in the business of a person whose
connection therewith had resulted in a denial of an
application in 1955, 8 years earlier. In a decision
of considerable precedent value, the Court finally
obviated the possibility that the law might be
thwarted through “a game of successive subsequent
transfers” under section 4(g) which provides for
the continuation of a transferred business pending
consideration of a timely filed application for a new
permit {cf. Mid-Valley Distilling Corp. v. DeCarlo,
161 F. 2d 485 (3d Cir. 1947)). The authority of
the Secretary to complete proceedings for the annul-
ment of an outstanding permit notwithstanding the
filing of an application by an alleged transferee of the
business was specifically confirmed. The decision
is also of importance in that the Court made it clear
that an administrative order may be validly sup-
ported by the accumulative effect “contextually, in
the whole situation,” of a series of “evidentiary de-
tails of testimony, documents, memoranda, admis-
sions, act and circumstances” each of which may be
capable, separately, of opposing implications and
inferences.

Criminal Cases

In the case of United States v. Kohatsu (C.A. 9,
1965), 351 F. 2d 898, the Ninth Circuit Court
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of Appeals affirmed the conviction of the defendant
for willful tax evasion and for willful falsification
of income tax returns under penalty of perjury,
rejecting his contention that the Suprerhe Court’s
theorem of the right of an accused to an attorney
as announced in Escobedo v. Illinois'(1964) 378
U.S. 478, was applicable to investigations by a
revenue agent and a special agent. In effect the
court sharply distinguished the arrest case and its
“custodial and accusatory aspects” as covered by
the Escobedo decision from an investigation by the
Service the purpose of which is to determine whether
in fact a crime had been committed and, if so, by
whom.

On June 20, 1966, following its decision in the
case of Miranda v. State of Arizona, the Supreme
Court denied Mr. Kohatsu's petition for a writ of
certiorari. In the Miranda case, (1966) 384 U.S.
436 the Court indicated that the rationale of the
Escobedo case applied to cases involving “custody”
of the accused, or deprivation of his freedom of
action in any significant way: Mr. Justice Douglas
found with respect to the Ninth Circuit Court of
Appeals decision in Kohatsu, no violation of the
principles in Miranda v. State of Arizona, 384 U.S.
436 and was of the opinion that certiorari should
be granted and the judgment below affirmed.

The Supreme Court on May 23, 1966, in the case
of the United States v. Blue, 384 U.S. 251, held that
the pretrial order of a U.S. district court dismissing
a criminal indictment charging income tax evasion,
on the ground that the defendant had been com-
pelled to incriminate himself in civil tax proceedings,
was a decision “sustaining a motion irif bar,” and
hence that the Government was entitled to appeal
directly to the Supreme Court under the Criminal
Appeals Act.

After the defendant had been advised by the Serv-
ice that criminal charges might be brought against
him for violation of the Internal Revenue Code,
jeopardy assessments were made against him, his
wife, and his wholly owned corporation. Assets
were seized and tax liens recorded. The defendant
contested the proposed deficiences alleging errors in
the determinations. Over a year later, the defend-
ant was indicted on various income tax evasion
counts involving the same years as the jeopardy
assessments and the consequent Tax Court proceed-
ings. The defendant contended successfully to the
district court that he had been compelled by the
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civil proceedings to come forward in the same mat-
ters involved in the criminal proceedings to testify
against himself. The Supreme Court reversed the
district court, and in part, referred to the Govern-
ment’s argument that the Tax Court pleadings filed
by the defendant were no more than denials of un-
derpayments and did not constitute incriminating
evidence.

In addition, the Court held in effect that even
if they assumed that the Government did acquire
incriminatory evidence in violation of the fifth
amendment, a defendant would at most be entitled
to suppress the evidence and its fruits if an attempt
was made to use them at the trial. The remedy
at the trial of exclusion from evidence of illegally
seized material does not of itself include barring
the prosecution altogether.

The conflict in the Circuit Courts-of Appeal for
the Fourth and Sixth and for the Fifth Circuits as
to the constitutionality of the statutory presumption
(sec. 3601(b) (1), LR.C.) that defendant’s un-
explained presence at the site of an illicit still shall
be deemed sufficient evidence to authorize a convic-
tion of the crime of having possession, custody, or
control of an unregistered still (sec. 5601(a) (1),
L.R.C.) was resolved against the Government by the

decision of the Court in United States v. Romano, -

382 U.S. 136. 1In United States v. Gainey, 380
U.S. 63, the Court, last term, had upheld the sim-
ilar presumption (sec. 5601(b)(2), I.R.C.), ap-
plicable to a charge of carrying on the business of a
distiller without having given bond. In Romano,
it distinguished Gainey, on the ground that, although
there is a reasonable connection between the fact
proved; i.c., presence at the still, and that presumed;

i.e., carrying on the business, since one who is found
at the still site is likely to be aiding and abetting in
the illega] operation in some capacity, this conhec-
tion is too remote and tenuous when the perform-
ance of a specific act or function; i.e., possession,
custody, or control, is sought to be inferred from
defendant’s presence at the still.

Thirteen petitions for certiorari were filed by
defendants in alcohol and tobacco tax criminal cases,
nine such petitions were denied and three were pend-
ing action at the end of the term of court.

STATISTICS OF INCOME REPORTS PUBLISHED

Individual Income Tax Returns, 1963 (208 pps.,
$1.25). :

Corporation Income Tax Returns With Account-
ing Periods Ended July 1962-]June 1963 (422 pps.,
$2.25). .

Corporation Income Tax Returns With Account-
ing Periods Ended July 1963—June 1964, Prelim-
inary (38 pps., 30¢).

U.S. Business Tax Returns With Accounting Pe-
riods Ended July 1962-June 1963 (406 pps,
$2.25).

U.S. Business Tax Returns With Accounting Pe-
riods Ended July 1963—June 1964, Preliminary (24
Pps., 20¢).

Fiduciary, Gift, and Estate Tax Returns, 1962
(108 pps., 65¢).

Depletion Allowances for Mineral Production Re-
ported on U.S. Tax Returns, 1960 (62 pps., 40¢).

Statistics of Income publications may be ordered
from the Superintendent of Documents, U.S. Gov-
ernment Printing Office, Washington, D.C. 20402.
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Notes: All yearly data are on a fiscal year basis, unless otherwise
specified. For example, data headed “1966” pertain to the fiscal
year ended June 30, 1966, and “July 1” inventory items under
this heading reflect inventories as of July 1, 1965.

In many tables and charts, figures have been rounded and may
not add to the totals whick are based on unrounded figures. -

Internal revenue districts are listed in this section by the names
of headquarters cities. Each district is identical with the boun-
daries of the State in which the headquarters city is located
except for the States recapitulated at the bottom of tables 1, 5,
6, and 14. A map of the districis appears on page 83.
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Table 1.—Intemal revenuve collections by sources and by internal revenue regions, disticts, States, and other areas
|/n thousands of doliars. See table 3, p, 121, for tax rates and further brezkdown of national totals by sources]«

Table 1.—intemal revenve collections by sources and by internal revenue regions, districts, States, and other areas—Continved
{In thousands of doliars. See table 3, p. 121, for tax rates and turther breakdown of nstional totals by sources|

A4 individual income and employment taxes Alcohol taxes
rnal revenuo regions, districts, States and other areas 1 | Tota internal ' Internal revenue regions, districts, States, and Excisataxes,
Internal rovenus reg ! revenue Corporation income tax | income tax ’ £ ] other areas ! tatal (sum Distilled spirits taxes
B (States represented by single districts indicaled in parentheses; | collections {income tax? not withheld ; withheld and | Railroad.. | Unemploy- . - opri Estate tax | Gifttax | of columns
totals for other States shown at bottom of table) Total and self. old-age and | retiramenis men! N (States represented by single districts indjcated in 11,26,31,
employ- | disability = | insurance . arentheses; totals for other States shown st 34,42, 47, Total Imported
. ] ment tax3é | insurance 44 . ottom of table) and 65) Total w(coﬁe:(ld Domestic ! | Rectifi- | Occupa- [ Other 10
| s g y cation * | tional ¢
[ @ [6)) w [0 ) () : | Customs)
; o o @ ®) [¢1v) (n a2y 13y [¢13) (15) (16) an
N United States, £0ta)__ .....o.oiiiioocemna o 128,879,961 | 30,834,243 | 21,553,085 | 19,413,516 | 60,889,524 683,611 HIR
" Reglon. ... 31,031,192 | 9,554,302 114,043 & United States, tetal.. ... ... . 2,648,968 | 445,954 | 13,385,112 | 3,814,378 | 2,809,777 | 634,868 | 2,131,588 | 37,477 | 14,834 a0
' - (See (c) below, 1,428,706 412,730 3,203
Maine)___ . 319,112 51, 24 3,421 683,651 | 96,8511 1,763,541 562, 830 416,742 [ 225,028 286,782 ( 2,250 | 2,855 Ed
. 3,686,407 | 735,192 497 27,335 820 17,559 8,532 320 i 316 3
e e (c) below, 2,646,243 330, 824 1499 11,412 968 6,102 1,937 1,691 § 1,608 54 23!
X 172 i 82,345 [ 12,276 190,183 96. 008 83,853 ¢ 21,297 61,473 765 310 7
1 l ) 836 £ See (c) helnw}_ 116, 546 , 508 3 64,843 4, 607 3,676 286 636 9
W 7,751 a See (c) below) 59,677 8,844 13,717 71.113 36,664 | 36,141 2 ) 517 3
'y 86, 535 iy Vermant). . 21 7 3,790 3,755 ... ..... kL)
o 55 B Connecticut) 84,656 | 10,287 13,792 321 253 3
" 13 @ See (c) belo 198,684 | 151,877 45,563 798 425 1
a 2, H 187 21 35 )
: 42,910 : 2,310 1,665 . 5 5 105 1
! ] 4,469 i 520,184 | 60,838 | 437,362 | 3,361 ] 2,800 124
. 4 B | B GE) H
32,056 i Philadelphis. 130 § 7 ¥
3 Pittsburgh_ 54,067 H 1
: 23, : Richmond.. 5,414 2
v Atlanta 1,613 o4 50
v 6,595 A 45,291 s 41
Columbia ~ Sout 104 wd 6. 085 w11
g Greenshoro North 1,02 - 1,248 3
Jackson ( 38707 | 53597 a | 10.9: L1 1o
Florids) 2.076, 660 X 12,458 2 1.626 12
ennesses) ... _ 110 1,119,804 ) 227,145 1,428 3 2
f H , 391, 3 %, 567,221 5,082 8: 21,261 2 4
3 ot (See (d) below). 3,216,496 706, 1,454 2! 3, 6! 14,788 4
Clevaland. ~ (Swe (d) below)_ 5,035,966 | 1,203,992 39,034 70,783 | 36,297 , 113, 2,044 184
Detroi Wichigan). 8,974,415 | 3,783,382 8,25 454 . 223 119,383 | ... 3 7
i Z {indiana) 2,755, 661 509, 87 976 61,382 | 11,177 727 A 1
i Kentucky)._ . 1,981,909 218,488 15,316 . 82,422 | 13,402 122,409 8 A4
West Vir - 426,952 €4, 561 51 {ndlanapolis. 27,553 , 286 260, 785 3 3
' . ) 1s,mr.sss , 641,437 206,247 Louisville__ 25,873 958 564,789 1 1
HE Aber: (South Dakota. - 150,345 8,750 1 13,100 2,252 2,3 1
{ c See (b) below)_ 8,269,260 | 2,218,153 102,068 am, s | 37,358 0,170 |63 2,353 2
i e o i 865,153 2170 1,295 (South Dakotay. 144 [ | 60 1
‘ ] 135, 003 1,807 20 (See (b) below). 155,931 | 16,713 101,760 M 13
f 1 azmim|  sesiss 354 Towa)..... 29,810 | 1,731 1862 161
HE Hfrodbl - 8700 | 127,858 29,082 (North Dakota)_ 621 138 123 5
A Missour 1 29342| sso0e 36,377 Wisconsin) 33,549 | 5,029 3,85 2542 821
i - fmm..,ou) ] Tresuzsa) aee sy 36,279 14347 8 126
i T (Se (b) below). dovamsn | a20657 811 6,176 7,130 23,448 |7 61 32
H 1,589, 017 4,218 33 [ 30 8,682 | 4,651 130
1 1 26, 603 5 39,528 | 1,952 240, 282 266
31,799 3,3% 1 ogien . 260,825 | 31,102 n.62 | 23,08 1,08
. ' 7,519 7 Albuquerque.. 1 38
h 415,076 8,895 Austin.. 63,223 | 10,13 12,485 | 12,120 130
145,225 5,930 070 | 100 37 7
i 1,794 208 66, 969 6,54 328 |......... 34
194 308 782 4 18,669 | 2; 268 2,06 |88l 185
185,207 34 i , 353 3 61 8
. 41,479 34,964 i 28,008 | 1,671 17,825 | 78,94 318
, 2,395,706 56,339 ) h 28,220 | 5,630 78 55
i i - 1 25 ,408 | 2,128 648 73
N 8,736 294 Vg an,m | s, 266,477 | 23,708 2,%
| 0,674 216 iE 207 3
3373 112 l 3,973 3 40 9
i 980,074 1,836 A3 535 12 2
A 3,103 129 Tl 5672 | 2,6 7|
l 7137 2,569 v 185,514 | 121 3
f 35,001 (&) v 17,961 98 3
' | sl R | (e oot [ 1.5 s
- ¢) . , 283 3 i ... « (Nev: X .
L . gf; mz.l:::g'_’) Lsicast| 287, 858, 655 ol Salt Cake Gty ,327 | 1258 I — z 1
om - piagedd o136 s, 1,197 . San Francisco 150,588 | 14,764 163,912 | 36,963 ) 138,261 7781 905
B PUBIO RICO. e e oo o eeiama e e e mmc e cee e e ] 130,310 20 75, 644 5, 207 8,627 1 29,725 | 5,59 17,485 | 15,749 1,396 1 k)
) Other. 343,580 aes | e 197,155 19,15 1,187 20,462 349 42,04 7] ALur 10m
e Undistributed: 7 193 2 42,878 41,817 | 1,061
‘ Depositary receipts 7. 1,693,379 |. 1785873 1 Lfg‘gl 1 20,488 3 7
Transferred to Government of Guam._ . - =4,133 [ . - 3 - - ted
ar Withheld taxes of Federal employees.. N 257,462 |20 251,462 251,482 I ansierre mcoelle’ of Guam ) T = =
: | Withheld taxes of Federal N
i bove 1
l! ' Totals for States not shown above
i (a) Calitorn 8,004,710 | 2,166,692 | 5,825,987 51, 7. )
| b) Hllinojs. 6,092,206 { 1,383,384 4,560,181 102,879 45,762 a) California_ 337,102 | 26,962 936,903 | 361,834 | 241,816 | 63,999 [ 174,956 902 | 1,943 bt
i 'c) New York 13,678,730 { 2,801,135 10, 681, 39, 97,469 , 734 b) {llincis 195,459 | 18,665 902, 421 387,906 342,041 | 41,089 296,040 | 3,719 ] 1,180 1
s { Ohio_ , 356, 115 999,294 4,284,150 40,488 32,184 c) New York_ 448,762 | 69,701 | 1,350,440 359,794 240,255 | 188,018 43,243 | 1,084 1,834 16
s} Pennsylval 5,089,558 | 1,108,252 3,848, 3, 056 39,3% d; Ohio 123,836 | 16,400 765,268 187,246 158,109 | 33,870 122,000 | 1,413 u3 u
i () Toxas.. 3,062,959 | 968,680 ) 2,099,749 12,291 22,238 ) Pennsylvania 1477401 934801 771,990 | 245810 | 181741 | 37,334 | 140,esg | 2,235 | 1,304 22
(D Texas_______ 130,13 | 16,679 77,234 45, 687 12,814 | 12,120 453 2
See footnotes on p. 123. Ses footnotes on p. 123,
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Table 1.—Intemal revenve collections by sources and by intemal revenue regions, districts, States,.and other areas—Continued
{tn thousands of doliars. Seo table 3, p. 121, for tax rates and further breakdown of national totals by sources]

Alcohol taxes—Continued
1 | revenve regions, districts, States, and other ;
terna -t Wines, cordials, etc., taxes Beer taxes :l
tates represented by single districts indicated in e i
(spny.:nthtnsu; totals for other States shown at bot- imported i lmrumd ” * l0ccupational
tom of table) Totz (collected | Domeostic taxes 1 Total (collected | Domeslics | taxest?
by Customs) by Customs)
s () @0 @) @) [¢5)] @ @5
United States , total. .. ...co.oeoiieen. 12,574 10,834 2,290 892,028 5,861 a1, 458 4,708
2 , 776 3,7 uz, sz o7
i s 2 7,706 9
87 7 6i
40
154
4l
17.
3
54
1
- 3 8 1
- (virginia)... l.lﬁ'ii 38 104
Reogi N 2,833 383 7
Atlanta Georgia). ™ 46
gums ) 13 1
Columbia....ccmmveennn 'South Carolina). 285 17 1
Narth Carlina). 135 12 1
2ckson Missisalppi). (- [ 1
Florids, 1,704 469 1
ashviile. 6 6 !
Contral Roglan 4,854 ™m 2
incinnati .- {Se0 ﬁd; .
Cle --- {Sea (d) below, 991
Dy ‘Michigan).
|ndiana).
81
33
31
1
164
3
105
155
19
!
ow Mexico). ..
a6 () below).. - 502 278 41
T el ) 66 10
a0 elowW). ... ...
47 44
350 4
48 1
1§ 13
] g
58,224 1,258 6,563 m 108,126 152 103,738 536
iATaska). 9] 3 * 3
(idaho) . 46 5 -l 46
Montana). ) 982 (&) 958 2
Hawall). 33 1,343 103 1,240
......... 3,29 42,083 74 41,406 204
54 873 (&) 859 1
113 3, 57: u 3,615 A
v G| | el 2§ '28'5’
9 , 165 3 ]
"85 % =% 33,573 45
Ofmcs ot : ) } ;z 15
Puerto Ri s
Bar e * © 18 i3 1
Undistributed:
Depositary recelpts 7. .
of Guam. __
Withheld texes of Federal .-
Totals for States not shown above
67,090 1,151 55,746 193 62,928 689 61,911 a8
5, 5;0 985 4,827 8 40,345 267 40,025 52
21,571 49 16,796 26 9, 3,050 94,100 819
1,782 339 1,167 276 27,355 55 27,264 35
3,212 410 2,799 3 60,857 153 60, 355 349
567 78 (J] 289 33,305 109 32,677 520

See footnotes on p. 123,
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Table 1.—intemal revenue collections by sources and by intemal revenue regions, districts, States, and other areas—Continved
[in thoussnds o dotlars. See tabls 3, p. 121, for tax rates and further breakdown of national totals by sources)

©

internal revenue regions, districts, States, and other
areast

Tobacco taxes

Stamp mul on documents and other

nstruments 16

(States represented by single districts indicated in Manu- Ssles by
parentheses; totals for other States shown at bottom Total Cigarettes 1 Cigars factured Other 11 Total Sales by district
table) tobacco ¢ postmasters | dirsctors
(%) @n 28) @9 (o) @y G2) [&5))
United States. tetal. ... ... ___..._.. 2,073,956 | 2,006,499 7,662 5,684 1,112 246, 457 80,317 5,140
Nerth-Atlantic Region.
Albany
(See (c) befow)__ -
gNuw Hamoshire) -
Rhode Isiand). R
New Jersey). ... Z 1,820
See (o) below). 26,033
Ses (¢) balow). 138
(Virginia). “1 37898
1,701,789 1,184,247
A 673
3 [
olumbia_.___.__.._. 2,017 (“}
? 1,187,220 | 1,184,051
ackson. . Mississippi).. -
(Florids) 95
ashville. 792 |-
454,158 a8, 712
123
23w
722
449, 565 445,712
650 *
1,063 “)
s outh .
See (b) below)____...__ 621
(lows)_ ®
(North Dakota).
* [§]
;Nlhrukl) ..
Missouri).. 402 1 [¥)
(Minnesota) 4 - 4
~ (Sea (b) below) 1 8 :
1 m “» 4
New Mexico). .. -
(See (f) balow). [G) 95 *) 3
W"!‘;"bllllnw) b
a0
Denver - . - W)
'L‘imnoklnck__
ow Orleans. Lovisiana). ... ....__ 11 GO R IR £ 135 IR o
Oklzhoma City iokhhlnml)\ s o 1t Ny
Wichita_ __ p -
103 2 % n
(&) )
[0 2NN [0 U
n ) o 10
a8 1 ] i 2
é:; ) ) E‘;
3 o
Remo.__...._.
Salt Lake City. P
San Francisco. 41 [& 4 n” 19
Sea 4 ('; 4
8,246 8,748 1< R S
8,746 | ...o...... 8,146 )
Depositary receipts 7
T 0 of Guam N
Withheld taxes of Federal empioyees___ . RSO TR I
Totals tor States not shown shove
(#) Calitornia 88 2 25 21 40 19,19% 7,19 12,004
(b; Iinois 621 7 609 4 9,727 1,647 8,080
) New Yo 634 8 16; X] 359 47,698 2,128 45,570
d) Ohio 2,279 1,821 455 4 4,880 2,081 2,798
®) Penn: 26,221 2 26,040 177 1 4,832 1,729 3,103
(f) Texas_ 9 (&) 95 (&7 4 6,215 , 482 3,734
See footnotes on p. 123.
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Table 1.—Intemal revenue collections by sources and by Intemal revenue regions, districts, States, and other arear—Continved Table 1.—Intemal revenue collections by sources and by intemal revenue regions, districts, States, and other arear—Continued
' [in thousands of dotlars, See table 3, p. 121, for tax rates and further breakdown of nationa| totals by sources {in thousands of dollars. See table 3, p. 121, for tax rates and further breakdown of national totals by sources)
* Manutactusers' excise taxes j Retailers® oxcise taxes Miscollaneous excise taxes b
, States, 7 .
lnt-vnllun'nu- ;.h'u‘g?ul:l:ﬂ”m s, 'llm (wlmlly 'ﬁ‘l"f’ :ul “'“l .‘n " ® : . Admissions
vehicles, alevisien Teezers, aik . i o
(States ropresontsd by single districts ncicated in | Total | Gasoline | Lubricating | of ibber), | Chasats, | sets, phono- | condtloners | Other 1 {oternal revenue regions, districts, States, and other Toitet Treaters. Club dues
p'ue:}h)uos totals for other States shown at battom oll, ate. vvm’r lubes, bodlas, arts,| S;;::s c.otr:; e't‘c;, ‘:j:tollllz. Total l"l{:l' Jowelry Furs propari- Total | concerts’ i
o da " H (States upresonlnd by single districts indicated L . i thietic’ inltia
. Tssers | ocomaris appliances > parenthases. toals 1or i howas et * ote tions contasts, e
o [E0) @5 an an @B @9 “n [O)) Hio otc.ib
. ¢ (42) 3 “48) 5) 5> “n “8) “9) {50)
' ! 0,776 481,303 | 2,348,340 —3,761 5,504 66,518
- 11,758 109,830 —1,687 15,164 \ United States, tetat 20,814 | 43,284 3,179 | 40,893 [1,608,364 | 45,658 | 35,738 52,511
l b ™ ! 18 ) z 3 | lantic Regien 6,728 | 10,062| 1,13 | 15,10 [ 362,805 | 17,201 ] 5,468 { 10,8583
j: 130 12 51 2,866 69 29 El 13| s 817 426 682
gy ! 56 3,018 _ofg " 264 ' 31 o8 47| 1587 12! 152
LI 8059 i 3,324 | 70 1,310 124 L2:2| 53692 | 1,868 788 1,5%
Iy “ 0 oy h i 425 a7 o sl emz| a w 511 1,787
v 2 7 ! ] 33| 1,178 16 s17| 13070 696 1,321
J 32,168 395 14,79 3 i o e 2
an 17,473 86,013 B3] s . 185 13,60 : oty L o . - e Log
ok o5 L Y o Ty sl o seger| @il o3| i
it - Wy i % ! 515 pars 1 18| 1300 25 1 3
' 1,284 1158 bt 1,201 -9 1,518 11,603 2, 4,87 03 4,360 | 187,698 5804 3,708 ,
: 4,385 2,467 1523 —L5m2 -3 '431 2733 450 , 20 7 320 | L3l 1369 1,601
8,849 2,08 5,43 ) 1,511 2,623 [ 2,732 498 [ 1,02 177 1,035| 50,034 ( 1,843 ( 1,34 1,758
g ¢ 1135 17 Y 327 " 2,835 547 | 1,200 17 gl0| 65285, 1,637 1,797
: o : : Wom B R & m R o6 in
. i (Georgla). "'ga s'm % }:ﬁ; ‘g: & g: » i ! .'“9’; vl s lg 1; 3, oﬁg n:: m 2, iﬂ 3, 2:1 s’ﬁ;
19,100 4809 - 1301 Le ¥ & ' Ueo3| T3l 197 "sa0 | e 12| e 757
south Cardling) 15 PRI M & ¢ 027 15 a7 5 2| 588 9 19 834
North Carolina) 20,802 17,8 - 138 399 2,412 bl i 2 H a H 58 2 1 4
¥ Hississlppi) > zul : i B " ! 1,433 3k &1 2 57| 18323 a2 101 52
i Fiorlda, 10, 164 5929 135 50 2,281 720 B i ] ¥ 53 i o
: (Tannessee). ... 108 L738 i 85| o i3 (Fiorida), 28| 4| 1007 2 osa| 20754 | 980! 1,897
2,48, 228,697 637 asss1 L7, b d (Tennessss) . oooevroo. 1144 302 mn 10 30| 787 %4 m3
. Greld bnlow;. 15,513 4,123 1 172 9,379 131 ) Pl I A I R S I
th Ste (d) below, 4z,%9 8,522 %23 s, 017 1 338' 227 3 2;% 9’%3? ' Cincinnati____._.__.__ (See (d) beiow) 64 "523 1,081 23 1015 | 15046 g * 681
i Wichigan). 1,840, 515 R g}g a7 L 'zag 'gss 2 Pl i leveland_ See (d) below) 2,467 77| Ll 51 'ee7 | 52307{ 1,108 829
{ - (indisna).. - 31, 561 3 2 2, by bt It etroil. Michigan).._....0.00 00100 4,684 87 1,740 107 2,051 | 47,621 1,541 1,636
Kentucky) 87,450 81,082 2,847 3 naz | —1243 85 5 (indana) Lo » ‘19 a Sl e 3! o3
f West Vieginiay...... .. 2,771 2,350 148 60 204 5 [ ovisville i 130 355 2 208| 12184 %9 256
; Wiidw on. :zg: R 10,371 (_:), w i (,l)- L (.)1. a2 1 ’lrklrsbuu .......... AT TS w——— a3 75 219 7 182 &, 798 257 80
! } ) 714 s 66,849 2,804 dwast 16,303 4,173 (X %1 5,127 | 33,0m 4,088 8,208
il - e W %k g it Bakaia). m ) 2023
i 3 %7 335 ™ ' ® o8 (b) below). 2,58 [ 2000|292 432 2197] e | 2509 1,73
hi az,820 29,967 175 7 12,194 ) 56 | owa 767 118 264 , 519 it} 351
: { (2] 345 HH o) 56 F: 51 2 { ATgo... . orth Dakota).............__ 188 22 97 4 65 , 307 9
i { .5 , Do oo 3 & i Wilwsukee . i 1,150 185 536 49 420 ’ 634 m 763
4 gt Pt L33 L Y 7 3,034 | maha -~ {Nebraska) 559 98 258 35 167 [ 38,528 200 11
H e e & " b 2 i 0% : oyt Missouri). el Lu3| 131 12| s 108 725 &89
| ¢ 2,004 | 20,470 £ 2 L - 3 - : L Paul (Minnesots) 1818 37 825 33 siz | 16211 740 813
A - 14041 | MLl mes) w2 S oy 1 ! Springfieid___""212 17 (Sea (b) below) 691 102 3% 9 2| 103 169
" y ' - 10, 50! 5 5,478 19 , 255 146, 830 , 686 [}
S 539,04 | 613, 18,803 528 1,157 o2 0 ¢ 2 | Hivw Monicos Sl L i T M 3 B %
", 'Wyominy 4,833 4,926 (&) (9] (&) ) Austin 00 (f) below) 2,389 407 1,116 130 736 | 25,650 718
. su(o beiow, 45,055 320 233 257 6,263 a3z T 238 . Chaei A ] ; ) 0 i 820 g 2
' 27,31 16,545 76 9,259 1,239 © i ! Dallas. 0. oo (1) below) 3,858 | 2,58 13 o | 24,978 517 319
; 16882 1542 o 2 [ z R , § 8 g 23 27| 82337 317 79
1 255,885 8,571 7 1,634 1 3 85 i85 7 23 452 55 118
I 12,421 | 14356 " 2 ’ 1 s 5 £ H | e ] 10
!} ‘ i )
A l m,:?c 233,631 1,514 (_:), Uy 26,532 1,088 ™ (.)4.34 % 369 3 o] At % 13
i 1,971 1,68 ) 4 175 ) 18 ! 27! e ugi o el wnin el ua
k 3 M. = o ! 2 m| Za 2 151 7
A 203,114 | 217,497 (‘_), 756 1.5 1.2 99 670 1,425 ' log [ 92 ] 16 215 B
i 10,971 1,516 o 124 9,154 57 . | L1 3,052 12| sl saley sarl 28 .00
a Y 3 . I 348 2 381 470 7 a0
A0 a 840 |7 © 1 1,688 7 | 1 13¢ | 2,99 80
i 14,539 [ 104,972 4,100 1,228 3.404 3 I I H 0 o , -
i omoeat 15,45 335 " 9.5 H H 5 1,975 8| 1,665| 12080 2118| 25| 2,606
| . Fuars i 1 53 4 si2| 31,262 316 11 699
| UndE 1 ! 7 A i 3 ! 7 B |y e | ©
' ndistribute A "
' St - 7 i3 i6 815 |20 O] Q)
i Transtol of Guam 3
AN annuld un: of Federal ed to
: ! | Withheld taxes of Federal -
i Totals for States not shown zbove i
\ | i Totals for States not shown above
| .
l ! pres| ) L rz) e 1% & L i (a) California nao| Lm| s ugl ase| 1em| naes| sms| sl
Y 5 g ot Pt 3%0s| -5s8! -1,38 1728 b) Hlinois: B245 | 2105| 2257 Zal | 1577|2879 | 2261 3,491
P sm ] e 1 s L 10389 ! ) New York 25548 | 559 | 7,783 o15 | 1| 23| s | 3w 6 964
X Bl | s 55 4,553 0,687 | —1,5) 1200 3,04 ! @ on 5,108 00| 2223 74| no1z| en353| Lees| 1,510 2,801
! 585, Bh 19,036 5,539 7,420 3% -67 "257 ! ©) Pennisylvani 4,672 86| 1992 06| 1588 | 840%| 2080 823 3,000
it 079 3 - d ' ; It 6,247 mi | ves| sces| 1,28 | s
gl ], h
g y Sea footnotes on p. 123. . i See footnotes on p. 123.
M
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P
Table 1.~Intemal revanue collections by sources and by intemal revenue reglons, districts, States, and other areas—Continued Table 1.—Intemal revenue collections by sources and by intemal revenue regions, districts, States, and other arear—Continved
(I thousands of dollsrs, Ses tahle 3, p. 121, for tax cates and further breakdown of national totals by soutces] [in thousands of dollars. Seetable 3, p. 121, for tax rates and further breskdown of national totals by sources)
s Miscellaneous excise taxes—Continued . Miscellansous excise taxes—Continued
1 . . . Unclas-
internal revenue rugions, districts, States, and other sreas | qurtpr;zgl, Transparta- | Use of safo Coconut and )| Diesat and I Internal revenue Wlmr;!'.! ﬂsllncu. States, and other Nu.o:ﬂllcs Coine coin- 87‘,,"“ Wagering taxes Us: nm xlzm
Jire, 8i., | Transpasia- other vegs. A opersted | operated | 4/10¥5. highway | Otherw | EXciso
(States rapresentad by xmllc districts indicated in parentheses; totals for other | and equip- | tion of deposit table cifs Sugar =) special States represented by single districts indicated in | includ i poai - taxes
tates shown st bottarn of tabte) ment persons 17 boxes pracessed 1 7| motor tuels ¢ parentheses; totals for othor. States shown ¢ bottom s Gevices | devices | ‘2bies, ot'izliﬁl. Wagers Vrlnhulgl’;!
| . services 1 of table) al taxes otc.
C [L))] (52) 3) ()] (55) (56} ()] (58) (59 {60) 1) 6 63) (64 (5)
]
United States, total_. | sTm7| 6n 1,%02 17 | 1,82 BIW United States, total.. oo ooooeeo o oeeeeeeeo . 1,30 326 | 16,408 2 708 | 568 | 1,200 2mez| a7em
1 4 3 »,m 20,971
=@l 8= 9 o "7 "B R
289
i i iy 2,64 1438 § 3 2,753 1,782 BT | 23 o 14,53
i B0V e e 00 (C) below). . v 3 ,
i A Soe 33 betow s3] 116 H - 52 1,862 3 BoLmi 1175
“1 ) gt (Vermont) | ") ¢} 280 i "183 1 o
o arttord C 18,724 9 % 2 1 1,318 H 5 3 1,268 7 19,898
i See (0) bolow) 130,655 | 39,818 ;o9 3,889 1,928 ! o (c) below). - 3 20 ¥ ol 827
i 2| 6 *) 1 1 P How Hampahirs 1 0| Tl o
N _ Riote e w @ R 5 ) ay Providence.. (Rhode Island; 2 11 H
N Battimore.. Maryland and 6.6, 221121010 18,223 el 3 8 , 099 [ Mid-Atlantic Reglon............_ ... s 41 we) aaml ana
¢ Newark orsey, 36,638 3 . , 536 7] 34m 92| 13438
| Philadsiphia. o) below). 45,804 n 1 5,170 , 816 o 1 FE w| e
Pittsburgh.. . -3 below). a5 © 4 . 1 ) 18t . 2 2| 28w | 12 844
i Richmand Irgint 13,256 2 " 1 47 ) | 250 218 L
\ Wiimingor. p LS By B0 ] YN o - Wilmington 1 25| ar 31 B
. Reglon. 3
il tlants Goargin) 89702 | 11084 F] . 4,588 2, 337 ’ st Reglon i P as| e at| s
%0 () B¢ Ll 32 Alsbome) 80| 142 ] Mt
V Columl 8 " © K alumbia.. - ITTTTIITTT South Cerofina). 2777 3 ‘12 []
) G 8,901 1,223 15 " . g Greensboro North Caroling; ] 2,871 & —643
o 28| ¢ 2 ¢ 34 ckson 69 636 i ur
o Jecksoni 8,483 898 [ . 047 188 2| 2,58 15 3,86
A Nashvilte. m;,ﬁz “.5} g‘ﬂ '. "7;2 mz.};; 5 L 2 418
o B i AR O ————— 5,618 1 B o 41 971 u| el ar ue
i leveland See (1 baow ] E gl B 104 2 us| 452 | -7
[ 17,059 n 38 8 2 514 H ndianapalis. 1 ;g; '??3 zgg b 2l
; Kentucky). 3121 1 1 [ , 536 : | Lsn ] e
gl (West Virginia) mg,su (‘-‘) - '2 (&) ¢ nﬁ% - It 181 " 700 1 -35
' Regl 2 - 238 3
{ B o S ————— (Soiih Dakota). i SO O B ' ot Gakatay [ m oags| aml aa
H ]:;r:z‘mn sn (h) Dbelow). 5;: ggg 2, 95§ 2: . 3 2108 . (See (b) below). 1 llg f, ;gz 1, 0{ 35,414
: BP0 o aecmmmavememmamnnm e e Nunh leuu) ...................... 454 (U] 5 o (¢} 422 S o 7
) i (Wisco 15,737 5 k] 8 937 1 99 1,383
| maha, 35,009 1 14 '; 1 , 452 @ 399 i 383
' 1. Louis Missous) 79,858 18,549 53 y 542 , 453 1 50 " 558 a2l -1
| L. Paul Minnesots) 2,313 6,746 31 2 2 2,095 Minnesotd). 8| 220 -1,720
W isn (b) below). 5,815 10 % i‘) 21 , 541 i 'Sos (b) below), 1333 by "
' - 5,90 s, 442 101 ) 2,066 3,808 . 50 | 15,343 o 0,007
iew Makico) 343 7 Q , 740 o Maxico) 452 ~19
Sea () below) 1187 864 BITO 434 13,278 ve (1) below) 190 3,49 N 401
, YOMING).. oroooioeioeoooo] 63 oo % 3 & © o, 238 Wyoming) 7 '318 1
See (1) balow] e g1 % 15,159 0333 ee () below) 32 ,36 l} fl'g;;
{Arkansas) . 873 L] ;; ............ , 535 : o 622 ! —( _z).
Loulsian 5 I5 1o, 409 » 10 Loutsians) 1 154 1109 14 Zsm
e ‘Oklahoma). 208 z 3 © 32 Oklahoma) @l 181 3 -3
. Karsas), 595 T 25209 (Kansas). 14 .M 2 -3
w 140,004 12,185 s 2 ., 3 t Fir ™| 16,851 2,72 —1,630
Aleskay..o 1001 IIIIIIIIIIIIIINI %8 a8 3 ; jaska). ri ] 102 " —2
fm-mn 181 1 4 ® g ) 1,018 833 -12
Helena ‘Montans), 313 5 9 vl m ) if % 492 ©)
onoluft awaif). L2748 627 6§ ; B,};l‘l e} ™ 389 bt
s 9,22] IR ?’ 580 LS 52 ».32
1,176 [¢] 2 [§) ) 1,510 Bl i«‘g 3 ~£9
126 596 5 ] o ) 1 &
308 [ 5 6748 1,006 o 11 Iss I -
18,003 648 132 1 10,363 8,42 an Francisco See (a) Geiow) 32| 5697|1464 —3pes
4,226 825 1 1,164 eattle. 8 1678 "Si4 | ~9,83
i Ommce of 3 “w 2.8 a Office of [ ] EA
h Puerto Rico. o 2,559 Wi Puerto Rico. 2|
o Other. 69 &0 | er 11 %6 f....
. Undistributed : Undistributed: ~TTTTTTTTITTImmmmmmspmmemmmmesl o T frrrrmessmnpmImemsnasssomssssselteses e L T
g . Deposi |my ucolnt:’ g Deposttary recelpts 7. ... f e e —87,58%
Transferrad of Guam Transterred to Gwemmam of Guam
: Withheld uxu of Federa) .. 1 Withheld taxes of Federal s
r
| Totals for States not shown above Totals for States not shown above
CAlIfOniA. e ceeeeecececanns 109,833 9,876 M 1 10,375 17,311
! &) Hinas. 19,8181 28,962 W 7 23 10,036 % n 377 3 25 | ehl Lok awon
3 N 387 41,108 326 8 35,947 16,870 ) 35 Q 38 8 72| 1M 2,961
1 d 44,873 4 & ” , 075 43 7 276 8 334 ) 211 '160 9,848
J T % 568 Bl oo ! i o3 85 13 10 n 2| Tz7ea| e8| 11881
0 3 [ 10 M 6 16 iz §73| 22,280
See footnotes on p, 123, ' Sea footnotes on p. 123,
118 - - 119
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Table 2.-—Interna! revenue collections by sources and by quarters
[1n thousands of doltars)

Quarter ended—
4
Sourca of revenue Sept. 30, 1965 | Dec. 31,1965 | March 31,1966 8| June 30, 1966 3

(O] @) (0] “
Grand tatal. 26, 642,965 23,361,274 33, 533,002 45,342,720
fon i 1 5,445, 391 5,447,072 8,499,475 11,442,305
e ame 488 omployert toxes, ot 16,872,365 13,919,213 21,082,726 29,678, 781
Income tax not withheld and self-smployment tax 34_. 2,955,846 859,504 4,917,312 10,680,454
h d d old-age and disability insura . 741,052 12,898,651 15,451, 146 18,798,674
et e rEo and disablly ’ 170,380 156,293 166, 862 190,096
insurance. 5,687 4,364 547,406 9,557
622,95 626, 606 698,077 699,328
é’ ar 4, 10,139 73,957 43,579
EXCige taxes, Ot . oo et c e 3,687,314 3,358,244 3,178,768 3,173,726
Alcohol taxes, totai. . . - 935,274 1,094,072 835,372 949, 661
LN - 653,379 864, 289 612,131 679,978
'v)('nmclsmlollpdll'll}: ete. p 24, 867 31,807 27,917 27,983
Beert S O 257,028 197,978 195,324 241,699
Tobacco taxes, total ¥, ... -] 537,842 496, 461 489,478 550,175
. 518,272 477,039 476,384 534,804
Cimrates. 15,171 15,009 12,43 15,138
Other 4,399 4,413 751 233
Stamp taxes on documents, other instruments, and playing cards, total.. ... ... 46,424 51,059 29,840 19,133

Issues and transfers of bonds of indebtedness or capital stock, foreign insurance
0
”m'“'n'"d deeds of conveyance: 12,655 12,5820 1438 10,695
district directors. 33,768 38,477 15,455 8,436
Playing arf{s sliver bulfion transters. 3 [$) [$) 2
Manufacturers' excise taxes, total. . 1,578,518 1,304,413 1,414,899 1,316,038
Gasoline. 708, 485 756,497 705, 247 653, 960
Lubricating oil, o 22,817 . 22,458 24,650
ires (who! 1ly orin pul of rubber), inner tubes, and tread rubber____. ... ....___ .| 129,495 113,143 m 516 117,649
Motor vehicles, chassis, Imdm pl lnd W 672,574 361,018 577,337 537,911
adlo and leisen i oners, etc. elec and 6il agpiiances. &5 1,37 -a'% Wi
on onm, c.; electric, gos, iances. ... 3 3 -8 -10,
u::‘g’l?:nnrs freezers, gir-conditi z ppl 2 . T 0.1
Retallers' exciso taxes, tatal. 90,595 H8 8,929 884
te. 18,633 1,708 287 215
Ijrm'l t , 502 3,013 1,313 436
urs. 2,557 281 302 35
Toilet 30,902 2,141 7,056 198
Miscellaneous excise taxes, total.._ 506, 035 398, 547 361, 647 337,074
fon:

Mm{’h’mm concerts, athlstic contests, stc.it 15, 361 17,531 12,253 s
rdens, cabarets, stc 11,097 u, 11,045 1,741
l‘.luh dm lmi inltiation fees 23,686 15,623 11,863 1,399
Telephone, wire, sic., and services. 290,281 220,505 201,805 195,216
T of Dlllnl“l v, 28,987 32,073 34,232 44,332

Use of sate dd-?r.lu i o 1,753 [ " ®
CDCO!W‘ and ather "lﬂ 8 Oil8 Processed. ... ..o 25,169 27.8% 2.9 22,640
Dlunl and special motor fuels. 39,080 41,582 8, 540 49,154
Nlmucs end marihuana, including occupational taxes._ o 81 208 223 529
Coln-opersted and gaming devices. 12,235 720 M9 3,420
anlln( IIIO'YS, DMI tables, etc. 151 80 20 n
R e 251 21 249
o o0 158 157% 18,898

hict - 3 i ), 3

g:;at':‘l’on highway motor vehicles_ B HE e ]
[P 961 502 170,058 , 394
y receipts -8,334 5,042 —~131,456 47,153

See footnotes on p. 123,
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Table 3.~Internal revenue collections by sources, fiscal yean 1965 and 1966

[In thousands of dollars]

Fiscal year
Source of revenve
1565 1965 »
[¢3] @
Grand total, all sources. ___... e e ee e ie s seteamemaeaan mammnn 114,434,634 128, 879, 961
Carporation income taxes, total 17 i e aan 26,131,334 30.834, 243
Regular. g - 26, 128, 635 30,831,126
Exempt organization business income tax - 2,899 3,117
Individual income and taxes, total . 70, 764, 889 81, 553, 685
Income tax not withheld ai If. 17, 850, 50 19,413, 516
tncome tax withheld and old«aza lmfdlsahlllly Insnunu total 34522 51 656. ZIS 60, 889, 524
Received with returns. . 49,118,910 59, 098, 852
Undistributed denasllaly Teceipts °. - .. - 2,539,339 1,790,672
Railroad teti total. ... . 635,734 683,631
Railrosd ion tax; employers’ tax 734 percent, tax 73{ percent: both impossd on taxable
omun of wages:
Received with ref = 594,755 693, 297
Undistributed dexmslhry receipts 7. 40,954 —9,699
Rallroad employees' representative tax, 1434 percent on taxable portion of wages. 25 3
llnemgzlnymuntmsuun:e employers of 4 or mofs persons taxed 3 1 percent on taxable purunn of wages, efTective January 1, 1964,
credit aliowed up to 90 percent of tax for 622,499 567,014
Estate tax, graduated rates from 3 percent on ﬂrst $5,000 of net estate in excess of 360,000 exemption to 77 percent on portion over
0,000,000; credit allowed for Stata death taxe: 2,454,332 2,646,968
GII( (ax snduaud rates from 234 percent on ﬂr:l 85 000 of net giffs in excess of $30,000 exemption to 573¢ percenl on portion over
00; $3,000 lnnual exclusion for each donee. 291,201 446, 954
Ex:isu uxgs total 14, 79L m 13,398,112
Alcoho} taxes, total . *3,772,634 3,814,378
Distilled spirits taxes, tobal .. .. ..o . e 2, 7&9 884 2,809,777
lmpomd {collected by Customs, rales same as domestic)..... 58, 576 634,868
Domestic, $10.50 per proof gallon or wine galton when below proaf ¢..___ .- *2, 151 142 2,131,598
Rectification, 30 cenl: per proof gallon ®. .- 4, 626 21,417
Ouuﬁnﬂuml taxes
Rannﬁveun mnnulmuvm of spirits, $25, $50, $100 per year.. - 81 82
ecti
Less than 20,000 proof gallons, $110 per year .,
0,000 proat gallons o more, $220 per o] 21 20
Retail dealars In tiguor or medlcmal splms SSQ per year 13,857 14,024
Wholesale (iquar deaiers, $255 p . 676 753
Mnnuhuurers of stills, $55 pel year . 5 9
Seizures, penalties, stc 885 934
Stills or $22 each . .- 5 6
Wines, cordials, etc., taxes, total. - r 112,432 112, 524
Imported (collected by Custams, rates same s domestic) 9,644 10,834
Damestic (Still-wines, 17 cen!s 87 cents, $2.25 per wine gallon; sparkling wines, $3.40; artificially carbonated wines
$2.40; liqueurs, mrdllls $1.92).. 100, 503 99, M9
Occupational taxes
etall dulers in wines or in wines and beer, $54 per year - 2,082 2,113
Wholesale dealers in wines o in wines and beer, $255 per year. . 187 177
Beer taxes, total___..____... - - 910, 319 892,028
Imported (collected by Customs, mes same as domestic). 5,869 5,861
Domestic, $9 pu hmel of 31 gailo v 899, 861 831,458
Occupationa! t
rewers:
lm than 500 barrels, $55 per yaxr 1 (§]
batrels or more, $110 per yeas 17T T % 16
Retail dulgn in beer, $24 per year (mcluﬂe: limited rotail dealers in wines or beer, $2.20 per month). 3,628 3,728
Wholesalo dealers in beer, $123 per ye: 934 963
Tobacco taxes, total__ . ._ . 2,148,534 2,073, 95
Cigarettes, total ... ... ... 2,069, 695 2, 006, 499
Class A (small), $4 rr thousand el 2,069,695 2,006, 493
Class B (large), $8.40 per thousand *_ ... 777 777777 © (('g
Cigars, total.___. 60,923 57, 662
Large cigars, classified by intended retail prices, total . 60, 547 57,313
Class A skshnlmz at not over 214 cents each), $2.50 per thousand. 528 322
Class B (Over 215 cents, not over 4 cents each), §3 per thousand. 1,662 1,797
Ciass C (Over 4 cents, not over 6 cents each), $4 per thousand. . . 14,572 13,961
Class D (Qver € cents, not over 8 cents each), $7 per thousand. 6,723 S, 829
Class £ (Over 8 cants. not over 15 cents eachj, $10 per thousand .- 29,343 27,628
Class F (Over 15 cents, not over 20 cents each), $15 per thousand. . 4,320 4,301
Class G (Over 20 cents sach), $20 per thousand - 3,400 3,474
Small cigars, 75 cents per thousand 33(61 Sg
Tobacco materiais, tobacco products, nnd mg:una papers and tubes m_ 605 a7
Mlnuhctureﬂ tobaceo, 10 cents per 5., . 16,716 8,684
arette papers and Iubes, papers bz cenl por 50: tubes 1 cent per 50 654 634
To cco materials—Violations, sec, 5731, tnternal Revenue Code of 1954___ 1 1
See footnotes on p. 123.
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Table 3.~Intemal revenue collections by sources, fi:cal years 1965 and 1966—Continved
{In thousands of dollars]

Fiscal year
Source of revenus 4
1965 .+ 1966 3%
(O] o @
Excise taxes, total—Continued
Stamp taxes on documents, other instruments, and playing cards, total. 186, 289 146,457
Issues and transfers of bonds of indebtedness or capital stock, foreign insurance policies, and deeds of conveyance: ¥
Sales by 54,212 50,317
Sales by directors. 123,947 96, 136
Playintur s, 13 cents per pach ®. . 8128 2
Siiver bullion transters, 50 percent of profit; repealed, effective June 5, 1963 2 2
" excise taxes, total 6,418,145 5,613,869
Gasoline, 4 cants per gallon 2,687,135 2,824,189
Lubricating oil, etc., 6 cents per gailon; cutting oil, 3 cents per gﬂlon £ 76, 085 50,776
Tires (Wholly or in part of rubber), inner tubes, and tread rubber: ] )
Tires, highwa: t{pa, 10 cents per pound, other, 5 cents per. pound except laminated tires (other than type used on
highway vegic fes), & cent per pound 391,588 430, 235
Inner tubes, 10 certs per pound 24,584 27,398
Tread subber, 5 cents per pound. 24,295 24,170
Motor vehicles, chassis, bodies, parts, and accessories:
ssenger automohiles, chassis, bodies, etc, 7 percent 77 1,887,691 1,492,225
Teucks and buses, chassis, bodies, et percent. 425,381 450, 069
Parts and accessories for automol cks, oft., 8 percent 252,874 196, 546
adio and tslevision sets, phonograph: mponents, etc., 10 percent ., . ... - 221,769 —=3,761
efrigerators, freezers, air-conditioners, etc., 5 percent; self-contained air-conditioning units, 10 percent®________.___...__ 75,987 137
lectric, gas, and cil 2poliances, 5 percant 2 80,983 5,367
Pistols and revolvers, 10 percent. 2,206 3,008
Phonograph cecords, L0 percent 23 26, 692 3,148
Musical instruments, 10 percant 23 25,810 ~1,512
Iwmng goods (other than fishing rods, creels, stc.), 10 percent » 2],317 2.317
ishing rods, creels, etc., 10 parcent. 7,313 7,84
Business and stora machines, 10 percent . 74,426 6,745
ameras, lenses, film, etc, 10 percent; household type projectors, 5 percent .. 35,095 , 064
actric light butbs and tubes, 10 percent . 42,754 16,230
rearms (other than pistols and revoivers) shells, and cartridges, 11 percent 20,201 , 344
pencils, pens, 10 percent; lighters 10 cents per lighter (§1 or more); 10 percent (less than $1) 3_ 9,468 2,133
Matches, 2 cents per thousand (but not to exceed 10 percent of selfing price); fancy wooden or colored stems, 54 cents per
thousand 1. 4,440 1,147
Retailers’ excise taxes, tots! 2. 513,181 108, 155
Luggage, stc., 10 percent. .. 81, 386 20,814
Ja\gh‘y. atc., 10 percent. 204,572 , 264
Furs, 10 percent 31,3%0 3,179
Talle 10 pescent_. 195,833 40,898
sxcise taxes, total. +1,786,056 1,603,364
taxes, total 11 95,551 Bl, 404
Theatera, concerts, athietic contests, etc.:
Admissions, 1 cent for each 10 cents or major fraction thersof of the amount paid in excess of $i.. 50,531 43,810
Ticket brokera’ saies, 10 pescent of amounts in excess of box office price . 596 567
Leases of boxes or seats, 10 percent of the amount for which similar are sold 517 s
Admissions sold by proprietors in excess of astablished price, 50 percent of such excess 323 542
Roof gardens, cabarets, etc., 10 percent of total paid for admissions, services, ste 32 43,623 | 35,736
Club dues and initistion fees, 20 percent (if dues or fees are in excess of $10 per year) 8. 79,671 52,571
Telephone, wire mileage, etc., services, 18 percent; wire and equi service, § percent. 1,078,937 907,917
Transportation of—
0il by pipeline, 4}4 percent; repesled, effective Aug. 1, 1958. . 34 16
Persons, 10 oercent; repeated, effective Nov. 16, 1952, except on air transportation which was reduced to 5 percent. 125, 890 139,624
Property, 3 percent of amount paid, except coal which is 4 cents per fon; repealed, effective Aug. 1, 1958. 215 115
Use of sate deposit boxes, 10 percent 2 -~ 7,430 1,902
Coconut ana other vegetable oils processed, 2 cents par pound; repeated, eftective Aug. 31,1963 ... .. 29 17
Sugsr, epproximately 4 cant per pound.._. 97, 103 102,932
Diesel and speclal motor tuels, 4 cents per gallon (in some instances 2 cents per galion), 152,188 159,326
Narcotics and total 8i__ 1,386 1,34
Narcotics 1,289 1,212
n 129
Coin-operated amusement devices, $10 per device, par year 3. 4,363 326
Coln-operated gaming devices, $250 per device, per {ur 15,018 16,498
Bowling alleys, pool tables, etc., $20 per aliey or tabie, per year . 4,778 248
Wagering taxes:
Occupational tax, $50 per year 603 105
Wagers, 10 percent of smount wagered . . 6,071 5,689
Uss tax on highway motor vehicles weighing pounds, $3.00 per 1,000 pounds per year (instaliment privileges 102,038 106,240
and filled ¥ and domestic), process of renovated butter and imported oleomargaring 3_.___ 3 3
Firearms transter and taxesdt, . 75 83
Interest 14,597 25,653
Forejgn insurance, 2,775
Unclassified excise taxes:
Unapplied 23,080 125,521
'y receipts © —55,210 —87,595

See footnotes on p. 123.
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Table 4.—Intemal revenve collections by principal sources, fiscal years 1940 through 1966
{in thousands of dollars]

A7
Income and profits taxes .
. Total inter-
Fiscai year ended June 30 | nal revenue Individual Estate and Alcohol Tobacco | Manutactur-| Al other
collections Total income and income taxes * gift taxes taxes taxesV eI’ excise taxes
profits taxes s taxes
taxes ?
o @ @) (o)) ®) ®) o ® ®) a0
IS 5340452 | 2,129,609 | 1,147,5921 esz.017| 833,521 360,071 | 624,253 608,518 7,088 337,392
1941 o] -3c.008 4 3471124 | 2053,469 | 1,417,655 | 925856 | 407,058 |  sa0.086 | esglovz [ 617313 30' 564
8,006,884 | 4,744,083 | 2.262,800 | 1,185,362 | 432540 | 1,C48,517 | 780.982 | 771,902 821,682
16,298,888 | 9 6681956 | 6,629,932 | 1,438,705 | 447.4961 1423645 | 923,857 | 504,746 | 1.274,048
33,027,802 | 18,766,796 [ 18,261,005 | 1,738,372 |  5il,210 | 1,618,775 | 988,483 G0y 462{ 1,733,655
16,027,213 | 19,034,313 | 1,779,177 |  e43.055 [ 2.3c9.886{ sz ma5| 7m2501 | 2292,108
12,553,602 | 18,704,536 | 1,700,828 3 ,526,165 | 1,165,519 | 922671 | 2,421 944
ps A Bais| dm) |t s e sl
40,463,125 11,553,669 | 18,051,822 | 2476;113 | 796,538 | 2,210,607 | 1320875 | 1,771,533 | 2280969
38,957,132 | 28,007,659 | 10,854,351 | 17,153,308 | 2,644,575 | 708,227 | 2,219,202 [ 1,228.466 | 1,836,053 | 2,214,951
50,445,686 | 37,384,870 | 14,387,569 | 22,997,309 | 3,627.479 | 729730 | 2546808 | 1)380/396 | 2,383,677 | 2392719
65,009, 586 | 50,741,017 | 21,466,510 291274, 107 | 4.464.264 | 833,147 [ 2549120 | 1,565 362 | 2,3485¢ 507, 9
60,686,535 | 54,130,732 | 21,594, 515 | 32,536, 4Tia 403 | 91284 | 2,780,925 ) 1,884,911 | 2,852,788 | 2,647,492
69,919,991 | 54,380,014 | 21,506,322 | 32,813,691 | 5,107,623 | 935,121 | 2783012 | 1/580,229 | 2,689,133 2)464,859
66,288,692 | 49,914,826 | 18,264,720 | 31,650,106 | 6,219,665 | 936,267 | 2,742,840 | 1,570,213 2,885,016 | 2,018,866
75,112,649 | 56,636,164 | 21,298'522 | 35,337,642 | 7.295.784 | 1,171,237 | 2920574 | 1613437 | 3,456.013| 2 019,380
80.171,971 | 60,560,425 | 21,530)653 1 30,029,772 | 7,580,522 | 1,377,008 | 21973195 | 1i67ai050 | 31761925 | 2,243)856
79,978,476 | 59,101,874 | 20/533,316 | 38,562,559 | £:644,386 | 1,210,925 | 2)946.461 | 1.734,21 | 3974135 2,166,675
78,797,973 | 58,826,254 | 18,001,509 [ 40,734,744 | 8,853,744 | 1,352,982 | 3,002,096 | 1,806,815 | 3,958,789 | 1,997,292
91,774,803 | 67,125,126 | 22,179,414 | 44,945,711 | 11,158,589 | 1,626,348 [ 3,193,714 | 1931604 | 4,735,129 , 3
94401086 | 67,517,041 | 21,764,940 § 45,153,001 | 12,502,451 | 1.916,392 [ 3'212.801 | 1,991 117 | 4,896,802 | 1,963,582
99,440,839 | 71,845,305 | 21,295,711 | 50,649,504 | 12,708,171 | 2,035,187 [ 3,341,282 | 2.025.736 | 5.12C.340 | 2)264.817
05,925,305 | 75,323, 714 | 22,336, 134 | 52,987,581 | 15,004,486 | 2,187,457 | 3,441,656 | 2,078,237 | 5610.303| 2 278,536
12,260,257 | 78,891,218 | 24300, 853 | 54, 590, 17,002,504 | 2,416,303 | 3,577,493 | 2,052,545 | 6,020,543 | 2,299.64
114,434,638 | 79,792,016 | 26,131,334 | 53,660,683 | 17,104,306 2,745,532 13,772,634 | 2,148,598 | 6,418,145 | 2,453,406
128,879,961 | 82,131,754 | 30,834,263 | 61,297,552 | 20,256,133 | 3093922 | 3,814,378 | 2,073,956 | 5,613,869 | 1,895,509

Sea footnotes below.

Footnotes for tables 1-4

Nore.—Calendar year figures, by regions, districts, States,
and other areas, for sclected types of taxes, may be obtained
from. the Public Information Division, Internal Revenue
Service, Washington, D.C., 20224. Floor stocks taxes arc
reported scparately only during the periods in which the
collections are of significant amounts. Relatively small

llected in subseq: periods arc merged with
the amounts shown for the related class of tax.

*Less than $500.

r Revised.

! The receipts in the various States do not indicate the
Federal tax burden of cach, since in many instances taxes
arc collected in one State from residents of another State.
For example, withholding taxes reported by employers
located near State lines may include sub ial

taxes reported for Office of International Operations——
ther.

$ Beginning with fiscal ycar 1957, the United States total
is adj d to lude withheld individual income taxes
transferred to the Government of Guam in accordance with
the gmvi.siom of Public Law 630, approved Aug. 1, 1950
(64 Stat. 392). This adjustment amountced to $4, %33,068.43
for 1966.

¢ Includes railroad employment compensation tax and
tax on railroad employee representatives.

7 Tax payments made to banks, under the cho:itary
receipts system, arc i ded in internal lecti
for the period in which the depasitary reccipts are issued.
However, such payments arc not classified by internal

withheld from salaries of employces who reside in neigh-
boring States.

2 Ingluqa tax on unrelated business income of exempt
organizations. -

3 Coliections of individual income tax not withheld include
old-age and disability 'insurance taxes on ulf-i:mploymem‘
income. Similarly, the collections of income tax withheld
are rcported in combined amount with old-age and dis-
ability insurance taxes on salaries and wages. Estimated
scparate national totals for individual income tax and for
old-age and disability insurance taxes are shown in the text
table on p. 10 and are uscd in obtaining national totals for
individual income taxes and employment taxes in tablc 4.
Amounts of old-age and disability insurance tax collections,
clasn_ﬁe.d by States, arc compiled by the Social Security
Adl_mmstra.zion as a byproduct of its wage and income
recox:d]gc:rmg operations and arc published in the Annual
Statistic: i Supplement of the Social Security Bulletin.

¢ Effective for taxable years beginning after 1960, sclf-
cmploxm:.nt tax and taxes é.mposcd by the Federal Insurance

districts (nor by tax subclasses to which cxcise
tax payments relate) until the decpositary receipts arc
received in the internal revenue offices with tax returns.
Accordingly, the items shown as “Undistributed depositary
receipts” represent the amount of depositary receipts issued,
less the amount of depositary receipts received with returns
and distributed by district and tax class.

# Amounts of internal revenuc taxes collected on Puerto
Rican products transported to the United States or con-
sumed In the island (less refunds, drawbacks, and expenses)
are covered into the Treasury of Pucrto Rico under provi-
sions of secs. 7652(a){3) and 5314(a)(4) of thc Internal
Revenue Code of 1954, The gross amounts are included
in overall collections results (tables 1 through 4), beginning
with 1955, and are shown separately in table 7.

¢ Includes occupational tax on manufacturers of stills,
rectifiers, wholesale liquor dealers, retail dealers in liquor
or medicinal spirits, and nonbeverage manufacturers of
spirits.

¥ Includes seizures, penalties, ctc., and tax on stills or

ntri Act are ble with respect to Guam and condensers manufactured.
American Samoa. Amounts of such taxes collected in ! Includes ional taxes on wholesale and retail
Guam and American Samoa are combined with similar dealers in wines or in wines and beer.
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Footnotes for tables 1-4—Continued Table 5.—Interna!l revenue refunds including interest
. . [In thousands of dollars}
12 Includes occupational taxes on brewers and wholesale effective Jan. 1, 1966 (Public Law 89-44). Tax on foreign
and retail beer dealers. insurance policies (1 CC“:i Z; 4 35“'3 IPC" séle ‘z{) P';;{miil:’) Individual income
2 taxes on cigaretfe papers and tubes, and court payable by return on and after Jan. 1, 19 ublic Law . _ ot
ﬁnulndl:;:lc:icsnxand taxgs ey lcgfl:::baccu sold or removed 8944 and Treasury Decision 6868). Decds of cosveyance: Internal revenue regions, distrlcts, States, and other areas Totat - Co{i::‘u employment taxes Estate sift Excise 1
in viofation of scc. 5731, Internal Revenue Code. $100 to $500, 55 cents; cach additional $500 or fraction (States representad by single districts indicated in garentheses; totsls income R
W Includes stamp taxes on issucs and transfers of bonds thereof, 55 cents. LT for other States shown &t bottom of table) Excessive other
of indchtedncss or capital stock, foreign insurance policies, 3 Repealed, eflective June 22, 1965 (Public Law 89-44). X N;Mms
and deeds of conveyance, playing cards, and silver bullion. ¢ Cutting oil (3 percent), repealed Jan. 1, 1966 (Public !
18 Includes taxes on pistols and revolvers; phenograph Law 89-44). [ (U] @ ) (O] [6)] (5] (0]
records; musical instruments; sporting goods, fishing rods, 27 Rate 10 percent through May 14, 1965; 7 percent from !
crecls, ;tc; business and store machines; cameras, lenses, May 15, 1965, through Dec. 31, 1965; 6 percent, Jan. 1, ) United States, total ?. 230,898 | 15,058,028 257,119 29,385 1,477 237,891
film, and projectors; electric light bulbs, and tubes; fircarms, 1966, through Mar. 15, 1966 (Public Law 89-44). Under . Renton o = - P — -
shells, and cartridges; mechanical pencils, pens, and lighters; the T'nx Adjustment Act of 1966, rate restored to 7 percent, Albeny Sei 6 o). 3 oo 90 % e 489
and matches. cﬂ;ecuvc Ma;illG, 1966 (gubhc Law 89(—368). . ) g&m Msine), . 3T 45 s 78 1
1 Includes taxes on ticket brokers’ sales, on leases of boxes ® Automobile parts and accessories (except truck parts), lnck’l‘ M ; 205, 011 17 175, 562 5,297 3 3
o scats, and on admissions sold by proprictors in excess  repealed, effective Jan. 1, 1966 (Public Law 89-48). i See 3 bl wall| Wl Bl 3 Ca)
i i well as general admissions tax. p . ) . etmont). : 1 S
Of’?'}igg:gt::ilocf ’o?! persons: gRate 10 percent, repealed Refrigerators and freczers, repealed, effective June 22, 1965 | Hartford % 118,610 15,378 9], 761 2,875 897 1
cffective Nov. 16, 1962, except on air transportation which  (Public Law 89-44). . L . ‘ i Y RTINS spla) wlny usie 13,815 5,21 &
Was reduccd to 3 percent, 1 Sales o light bulbs for incorporation in articles upon I : ] st ol | e m !
1 Includes taxes on interest equalization; ?Adultcratcd which the manufacturers’ tax was repealed, effective Mld-Altl:‘::‘l;:: Region GBS 1,085,872 93,401 Pt 30,316 s e
butter and filled cheese (imported and domeau.c), process June 22, 1965 (c.g., refrigerators), wﬂ} be free of tax on and ? owark.. M.;,yf.','“'"v 112,'?;3 IG: ;g‘,’ }5:;8% S' ?;g ., g; 34
or renovated butter and imported oleomargarine; trans- after such dat;. Tax on all other h'ght bulbs and tubes, i Philadeiy 279, 649 30 64 ' 999 ¥623 592 181
portation of property and oil by pipeline (repealed cffective rc?ealcd, effective Jan. 1, 1966 (Public Law 89-44). ! ;i:';;‘;'n'dh 1 % 10, 259 ﬁg, ggz gﬁg gﬁ 11
Aug. 1, 1958); and firearms transfer; and occupational taxes. t Repealed, effective noon, Dec. 31, 1965 (Public Law } [ e — Ea ) ] 108 3 =) R
v Corporation income tax rates: Effective Jan. 1, 1965, 89-44). . . . Regien s a1s 0267 625, 249 713 2,31 225
first $25,000 of nct income, normal tax of 22 percent; 32 General and toll t:lcphon? and teletypewriter service | Attanta, 125,338 5,129 l%,ag ,gg}] ?% 1
net income in cxc;]ss of 5125,000, cgmbincd ni:;)mal a{\d :urtnac): reduced to 3 p:crx:lgz, clﬂ‘ccuvt‘: Qlc::iccl’axigsv%r ePrl\‘rl?: i olumiis Sm I:: g:::,"::{ lzzzgg é: g# lg;: gg .zga };2 l
4 nt. Normal tax and surtax also apply to s Tap 5 3 0 oli M 3 A 3
?:cofnfe;:ivcd from certain exempt organizations from ment service, repealed, cffective Jan. 1, 1966 (Public | i —— ('AL’}',;:;”') """""""""""" 1;%’38 15,247 1%'3? '?32 1235: g
wnelyed “rsde or busines, Colondar year 1964, v 39 40, Tor geneal nd ol phot e and for ) ) : E L | B
t, respectively. cle! 4 el Reglon. ... 3 106, & , 254 3, 2,48
N Ratch of o are as followst 1Y paid on bills first rendered on or after Apr. I, 1966; for i incinnatl 306 (& below 2|zl 1 HH £
ivi i : Effective Jan. 1, 1965, grad- services rendered after Jan. 31, 1966, is increased from 3 to otrcit M.‘ul\l ) low. 245,475 30, 8 , 804 , 928 775 1
Individual income tax: , 1960, gr: ‘ L 1t . s ichigan; . 524 43,478 253,607 , 235 669
uated rates from 14 percent on taxable income not 10 percent of the amount paid (Public Law 89-368). ) ianap Indiana) 166, 618 7.8 ) 34] 512 ul 1
over $500 to 70 percent on amounts of taxable income # Repealed, cffective July 1, 1965 (Publ'xc Law 89-44). , _:""“" g etk ga: ;g; 3,210 65, g{ '%‘33 a% X
over 100,000, Calendar year 1964, rates werc 16 # Narcotics, ! cent per ounce; narcotics order blanks, i Midwest Reglon. 2,00 ks nien Phriyel] $- 550 &
percent. on taxable incomc not over $500 and 77 $1 per hundred. Marihuana, $1 per ounce; mar_lhuana Aberdeen South Dakot 19,724 ns 13,733 , 042 59 )
percent on amounts of taxable income over $200,000. order blanks, 2 cents cach. Amounts shown also include f Dﬁ‘i:lﬁ;‘.“ - S:: .(b) balow). 379_33. 6, gg: zsgl (7,% g; l':% N
Old-age and disability insurancc taxes on self- occupational taxes levied on manufacturers, dgalex\s, and 210 North Dakoia) el 358 ) o 9
cmployment taxable income, 3.4 percent for taxable practitioners. For classes and rates of occupational taxes , ,'mm Nmﬂ:? l:?' a; 1 ';gg '}2’ g;g '35 ?;} 52
years 1965 and 1966. see table 14. . Pr . . Lovis Missour). 163, 656 mee | i 421 879 3
21 Rates of tax are as follows: # Adulterated butter: 10 cents per pound. Process or . t. Paul 5 139, 047 12,783 ' 389 ' 526 i 1
Income tax withheld: Effective May 1, 1966, graduated renovated butter: 3 cent per pound. Domestic filled 'See (b) belaw) 93, 168 ;030 75,914 562 37 i
withholding, 14 percent to 30 percent of wages in cheese: } cent per pound. Imported filled cheese: 8 cents ; Reglon. i 73'% '1'3' ;;;_sﬂ .:_;;; ,_};; ,1‘
excess of exemptions (Public Law 89-368). From per pound. Imported adulterated butter and olcomar- : 06 (1) beiow) 192 2% oAt 15 5m 10 e I
Mar, 4, 1964, to Apr. 30, 1966, 14 percent. Old-age, garinc: 15 cents per pound. Occupational taxes arc levied yoming).._ .. 12,3% 9773 bt
survivors, and diaagility insurance taxes, and hospital on manufacturers or dealers in these products and are . 00 () below) l:(]l.?mu H ;19 l‘li;,s% l,;ig ?gg 94
insurance taxes on salarics and wages: Employers’ included in the shown. hansas). . e 3 o oo 29
and employees’ tax cach, 4.2 percent, (3.85 percent ¥ Transfers of machincguns, short-ba{rclcd ﬁr.can:'ns, ! (0 102, 680 1 7,532 1175 79
for old-age, survivors, and disability insurance plus silencers, ctc., $200 cach; certain guns with combination ((bkl“l“h:;w ....................... %gﬂ 3 gl; ss,gg ,ggg gszg
0.35 percent for hospital insurance benefits), effective shotgun and rifle barrels, and other sp_cclal types of fircarms, s o 9 135,808 | 1,209,458 822 o187 us
Jan. 1, 1966, both imposed on taxable portion of 5 cach. Occupational taxes arc levied on manufacturers, i g : 881 888 .
wages. Prior to Jan. 1, 1966, tax was 3% percent cach imparters, or dealers in fircarms and are included in the ,ggg }g:g;g :gég H (C) ;
to employers and employees. . amounts shown. X § 572 5, 585 1268 55
2 Collected by Customs beginning Oct. 1, 1961, as 3 Negative figures due to prior year a‘@Jl.Jlstm‘c‘nl. } 7 gég ?g'gg 2, sg Lzzﬁﬁ a8
authorized by Part 275.62 of Title 26, Code of Federal 3 Negative figures (excluding pp collecti and 28 el 038 m
Regulations. undistributed  depositary rccclpts.) stem primarily from . ! 001 20776 24 1 8
”g‘}llcpealed, cflective Jan. 1, 1966 (Public Law 89-44). floor stock credits taken on certain taxes repealed by the ! s 35‘5';}2 . ' 261 . 930; o “
2 Igsues and transfers of stocks and bonds, repealed, Excise Tax Reduction Act of 1965. 10,248 102: 581 ' 49 W 3
, 158 35,111 4,004 1,120 “)
686 2 368 287
T 33,842 5,130 28,762 3,807 1,120 (O]
\ Buresu of 1,848
not shown above
! 102, 831 864,317 37,631 414 95 16,343
79, 214 328, 616 13,529 1,518 58 50,224
120, 544, 203 22,284 6,410 100 47,416
43,191 323,983 3,644 1,132 14 12,863
40, 358,235 11,186 4 302 14, 582
59,187 49,8712 4,423 850 104 8,528

1 Includes drawbacks and stamp redemptions.

1Figures have not been reduced to reflect reimbursements from the Federal Old-Age snd Survivors and Federal Disability Insurance Trust Funds amounting 1o
$227,675,000 in 1866 and §191,690,000 in 1965; from the Highway Trust Fund amounting to $119,772,000 in 1966 and 8123.498.(!1{) in 1965; and from tha Unemployment
Trust :‘und amounting to $6,000,000 in 1966 and in 1965,
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* Net of 199,082 undeliverable chec

*Less than $500.

and 37,609,000 5
ks deposited totaling $18,245,000.
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Table 6.—~Number of returns filed, by intemal revenue regions, districts, States, and other areas

Declara-
Internal revenus reglons, districts, States, and other individual | Corpora- lion of
areas income  [tionincome | Partner- | estimated | Employ- Estate Gitt
. L tax? tax ship tax and all | ment taxes tax tax
(States represented- by single eistricts indicated in other in-
parentheses; totals for other States shown at bottom come taxes I
of table) -
@ @ (O] ® ® (9] ®
United States, total ...._.....o.ocoieiis €8,745,743 | 1,500,776 | 961,522 | 7,903,111 | 22,445, 558 | 103,423 | 133,646
, 8 293,353 | 131,392 | 1,586,923 | 3,796,701 | 19, 773
740, 95% 15,120 8,47, 75,174 204,612 1,333 1,106
( .- 63, 7,33 3,132 33,189 124,894 521 522
{ 2,132,648 61,475 | 14,675 260,614 633,254 3,093 4,863
et ?) below, , 548,973 81,43 31,197 276,054 729,865 4,682 5.040
88 (c) helow 1,590, 149 31,570 | 15,523 183,356 444, 49! 2,453 2,549
i ermont). ... 152, 3,330 2, 06: , 705 59,973 234 319
artford . i 1,105, 533 8,678 | 12,735 163,995 333,674 2,032 2,862
Manhattan. 2,094,514 145,228 | 38,812 518,802 | 1,08L 1 4,250 9,879
P 256, 3 , 04 24,506 84, 99! 419 375
Providence. .. 342,103 12,194 2,739 34,568 99, 77 446 558
Wid-Atlantic Reglen. 10,166,435 | 219,84 3 1,296,004 | 3,105,073 | 14,038 | 17,7%0
altimor L 712,915 35,720 | 16,169 210, 800 6, 237 , 068 , 188
awark. 2,656, 30 88,10 , 535 318,962 801, 140 4,323 , 186
Philadeiphia , 836, 96! 43,161 | 27,344 2,020 771,652 3,852 , 222
Pittsburgh 1,513,957 20,028 | 18,502 177,473 428,367 1,851 , 236
Richmond , 439, 23 26,263 | 14, 59 ), 904 , 55! 1,656 , 415
Wilmington_ 202,058 6,667 1, 48; 25, 845 68,122 288 543
Seutheast Reglen 8,317,157 | 189,995 | 109, 60: 724,38 | 3,203, 5: 8,337 | 18,133 | 2¢
Atlanta___. 1,421,745 24, 15,781 104,454 530,911 1,158 , 544 3
51, 496 14,159 | 12,0 68,409 365,513 680 L3718 3
Columbia .. (South Caralina). 718,643 11,818 , 435 55, 686 280, 442 726 , 052
Greensboro._ {North Carolina). 1,539,392 28,974 , 483 128,354 582,126 1,381 . 812
Jackson . Mississippi).. 518, 5! 8,672 , 677 39, 704 229, 456 798
Florida). 1,959,133 ,523 | 31,852 239,782 781,161 3,938 5,650
Nashville ennessee).. 207,246 17,247 | 16,286 87,292 434,311 998 1,899
Ceniral Regl ,856,868 | 172,006 | 209,301 | 1,006,318 | 2,m8, 11,645 | 15,979
Cincinn See (d) belos 1,451,785 24,562 | 15,199 164,216 413,821 1,986 , 779
Clevelsnd Ste (d) below. 2,186,159 5,654 | 22,78 232,801 613,262 2,820 , 721
Detroit Michigan). 2,959,114 45,924 | 35,456 304,782 806, 307 2,750 , 621
Indlana). 1,759,852 1,004 | 19,512 164,957 488,514 2,411 , 781
Louisville. . Kentucky). . 837,610 14993 | 17, , 257 321,303 1,105 . 402
West Virginia 52, , 513 675
20,402 | 71,903
South Dakota).. 158 479
. (See (b) below). 5,149 6,382
oW, 4,130 2,030
North Dakota).......... - 415 - 456
( in). 2,214 , 351
1,456 . 817
Missouri) 2,010 , 541
2,024 . 955
2,605 , 892
10,688 | 17,819
24 sS4
2,715 4,884
164 384
1,845 , 265
1,205 , 372
495 . 231
820 .31
1,268 , 836
1,812 | 449
15,830 | 15,764
23 30
an 401
518 795
229 473
6,277 4529
646 819
960 1,284
e 261
299 617
5,043 5,105
1,345 1,450
vl W
Puerto Rico.
1,898 m
T
8) California 6,827,453 115,329 112, 714 910,879 | 2,092,836 { 11,320 9,634
b; finois 662 | 4,074,655 80,661 157 501,888 | 1,161,653 7,754 8,274
c) Hew York 6,974,595 273,400 1,053,386 | 2,460,135 12 755 8,574
d) Qhio .. 3,647, 94 70,216 | 37,979 397,017 | 1,027,083 6,500
£} 4,350,922 63.190 | 45846 509,493 | 1,200,019 5 703 6458
1 Texas............... 3,328,326 61,4921 €7,736 368,568 | 1,310,022 4,660 7,749

1 Includes 114,822 Forms 10408, NB, NBA, PR, and V) which are included in “'All other individua! and fiduciary™ retuzns in the table on p. 14.
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Table 7—|M¢ma| revenue tax collemd on Puento Rican
d to the United States,

by objects of taxation

[Inbthnuunﬂs of dollars}

Table 9.—Establishments qualified to handle tobacco
mukriuh, or o engage In the production or exportation
of an papers and tubes

As of fune 30—
Class of establishment
Objects of taxation 1965 1966
1965 1966
Total 45, 100 51,700
of tobacco products 1. A58 a8
istilled spiril 35,788 41,817 Manutacturers ol cigarette punm and tubes. 4 3
istilled snlms Teciification tax 979 1,061 Dealers in tobacco materials 1. | 1,897 [o........
m (&) 1 Tobacco export 148 155
2 1
stv large -
Clat 8 1 Effective fan, 1, 1966, the Excise Tax Reduction Act of 1965 (Public Law B9-44)
Class . - rapealed the tax on tobsceo other than dfzrs and cigarettes and eliminated in-
Class , 105 ternat revenue controls on tobacco materlal
Class 4
& ins i
as3 . 3
 Glass§ 137 Table 10.—Permits relating to distilled spirits under chapter
Cigars, small 51, Intemal Revenuve Code, 1954
Clnunss,l 0.
Cigarettes,
Mlnu(murad tobaceo (chewing, smoking, and snuff). [&) o Sec.
5171, Sec. 5271, LR, Code
*Less than $500. R Code
Note.—Amounts of internal revenue taxes coliected on Puerto Rican tobacco
and liquor manujactures iunsmned to the United States, or cunsumad in the Dealers Users ol—
island (less refunds, drawbacks, and expenses), are covered the Treasury Status Totat in spe-
of Puerto Rico under the provisions of secs. 7652(a)(3) and 5311(1)(4) of the Distitted clnrly
Internal Revenue Cads of 1954, The grozs amounts are included in overall spirlts | dena. Tax-

. 810!
collections resuits (tables 1 through 4), beginning with 1955.

Table 8.—Establishments qualified to engage in the produc.
:;on, distribution, storage, or use of alcohol and alcoholic
quors

plants | tured | dena- | dena- free
aleohol | tured | tured | alcohol
slcohot | rum

m @ @ (O] ® ©

In lﬂn( July 1,1965_.f 11,425 209 “u 3,% 25 I8 g({
Asof June 30— T otmmmmetmeenete 505 » 2 3
Class o total__.. 695 7 HIES 2 30
1965 1966 Rovoked.. ... 2 2
Qtherwise termi- 5 2 04
st spis plants: nated.. N LA
Plants (18t RUMBAD) oo w| W Inefict Juna 30, 1966..| 11,36 | 2T 49| 3,589 2% 7,480
es: n 650 7 1 238 1 39
218 28]
61 57
50 52
47 s
tectifylng 130 131
Denatured and tax-fres products (deaters, users, etc.):
Deaters in specially denatured alcaho! snd denatured
Tum “ 49
Usm of specially denatured alcohol and denatured
{1 3,690 3,615
Repi ocmon, rebotilers, etc., of specially denatured
llf.uhnl articles. 1062 1,028
rs o e 7,483 7,
Baer: Bumriu 191 178
Wines:
Bonded wine ceilars. 435 426
Taxpaid wine bottling houst 93 85
Vinegar: Vlnenr Ilctnlles uﬂnl vaporizing process. 3 3
Beverage desler:
Importars. 1,902
Wholesals dealers in liquors. 3,682
Wholesate deslers in beer_ 6,722
Retail deslers in liquors 286, 222
Retail dealers in beer. . 141,526
Other;
of products ). 874 830
Fruit-fi plants. . 46 49
Bottle 107 m
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Table 11.—Permits for operations relating to alcoholic beverages under the Federal Alcchol Administration Act

Distliled spirits plants
Producers Wine
Grand total and blenders| blenders Importers | Wholesalers
Status Total 2 Distiliers | Warehousing| Rectifiers
and bettling -/
w @ @ (O] ) ®) o ® Lo

Ineftact July 1,1965_. ... ... 13,276 419 186 205 153 366 52 1,89‘1' 10,548
Issued , 333 19 10 12 13 21 21 1,01t
Terminated, total. 1,504 2 16 % 13 3 11 205 1,215

1 1

1,503 42 16 % 13 31 10

13,105 3% 180 181 153 356 4

, 361 202 83 13

1 Excludes permits for Customs

sing
3 Cotumn (2) does not upuunl the sum of (3) (l), -nu (5) since 1 numll mly cover more than 1 actis

Table 12.~~Permits relating to tobacco under chapter 52,

Internal Revenue Code, 1

are not m1ulud to qualify as distifled spirits plants.

Administration Act

Table 13.—Labe! activity under Federal Alcohol

Manu- Expost Applications zcted upon
Total | facturersof | warehouse
Status. tobaceo propristors
products Certificates issusd
Type of labet
[0 @ (63 Total
Approvals E:lnmp- Dls-m
ons | approve
In effect July 2, 1965 ._.......... 606 458 148 i

Issued. 53 } 31

Grand total_._._...._.___ 53,341 51,850 38 1,095
total 1% 172
Distlited spirits, total ..___..._.| 19,684 19, 140 61 483
Revoked, -

Otherwise terminated ! 196 172 24 Domestic... 17,718 17,317 61 340
Imported. .. 1,966 1,823 143

in effect June 30, 1966 ... ........ 463 308 155
Amended n ki 3 Wines, total.____........ 31,573 30, 658 3% 580
9,085 8,668 325 92
n. 1, 1966, the Excise Tax Reduction Act of 1965 (Publlc Law 89-44) 22,488 22,000 488

‘on tobatco other than cigars and cigarettes.

2,084 2,052 2
Domestic. 1,542 1,533 9
- Imported, 542 519 a
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Table 14.-~Number of occupational tax stamps issued, covering fiscal year 1966, or portion thereof, by class of tax and by

intemal revenue regions, districts, and States

Distilled spirits
A
Total " . Marnutacturers of
number Rectifiers Retail deaters nonbaverage products
Internal revenus regians, districts, and States of occu-
pnionll 11 Whnll
(States represented by single districts indicated in paren- turers | Lass 20,000 Maedic. Not Not More
theses; totals for other States shown at bottom of table) sumps of stills, | than roof dulsrs. At inal | eaceed- ncud- than
issued 355 000 | Allons | 3259 Il?‘!, spirity, | | 12 f
proof | Balens 3 9‘5‘ + | galfans, n! ons, gallons,
galions, I $25 $100
$110 3220
(O] @ [6)] ® ® (O] (9] ® (O] a [ an
us s 56 | 2,749 {208,286 s12 | 1,1m [ " 744
”* 5 1 315 | 44,878 n %0 1% ] 18
22 1 4,542 25
8! 1 2 2 435 S -
2 5 8 10 7,616 538 3 4
E elow). 3 1 2 1 3 , 064 1 4 3 o
See (c) below). 25,358 66 2 9,068 1 ) N SRR 1 2|
Vermont)._ . 504 { . 580
14,530 1 4 > 8,176 1 1 12
S (c) below). 32,992 Flocoaeaas 1 7 ,087 4 1 43
ew Hampshire). ,815 i 475 2
(Rhodn Island)._ , 503 i 2 2 5
115,368 g 13 18 13 [ [} 1!
aryland and 0.C.). 22,139 |_...... 6 4 5! 1 1 1
ow Jme{) , 409 27 1 & [ 2 2 2
0e (o; belot 7 4 2 L2 5
oe (8) beloy 1
irginia). 2 I 1 i
1
..... 2 2 229 [ 15 »n
(Georgia). 1 35 2 [T N
4
(South Caroiing).__...__.._. 1
(North Carolina). 51 ) U N
Mississippi). 2 1 i
Florida).. .. 2 2 [ 1
Tennessee) 1 3 2 1
n s ] B4 [} s
(Seo Ed; below). 11 2 11 3 3 2
{See (d) below) - -1 10 4 2 1 1 3 H 1
otrait_ * (Michigan). 3 3 3 1 2
fndianapolis. Indiana; 3 1
,nuisvllr: Kentuck: 2 3 i 1
(West Virginia) 1 3
Midwest Region . 3 2 10 as 14 13 1w
South Dakota).. 1 1
See (b) below) 1 4 122 4 10 0
owa)_ 1 4
North Dakota). 1
1 82 3 1 i
68 3! 1 4
{1 4 1 55 k] 1 Au
Minnesota)_ 1 1 1 I 2 13
(Ses (b) below), 00 2 84 1 8
s 12 4 26 . n n
- (New c0). .. 84 ) .o 2 3
(Ses (7) belnw). g 3 3 2 10
min,
§ e (f) Defow).. ? 9 1 % 1
- 18
(Louisiana) .- _200 07010 848 i 5
(Oklahoma). 846 |... 2] 1
(Kansas). 200 3] 1.
1 13 15 02 1
g 399 15
31 SRR IO NN EE T B -, T PO RN P -
( 1
642 2 |eena ] 1
2 ? 2 a“
6 -
54 1., 2 [eicnanen 4
eno. _. 19-3:+: 3 AR Runptptsioi AP B - 2 B N O L e I
Salt Lake City. , 407 2 i
an Francisco_ 40,349 11 14 7 249 | 14,106 ) S IR, 3 @
eattle. . . 16,461 -] 1 128 | 3,816 4 1 1
Totals tor States not shown above
3) C | 88918 1 18 u 480 | 30,004 -7 28 P 12 4 86
b) HHli .l 42,508 3 [3 206 | 20,159 13 u 5 10 78
<€) -| 106,638 90 2 2 153 | 28,761 2 1 [] 5 128
d) Ghio. ... | 43176 15 2 3 282 | 14,997 20 3 [ 5 33
) 8, 316 7 1 8 4 , 054 3 4 2 2 87
f) Texas .. ... 46,163 12 1 58 | 3,869 2 2 2 13 10
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Table 14.—~Number of occupational tax stamps issued, covering fiscal year 1966, or portion thereof, by class of tax and by

internal revenve regions, districts, and Stat ontinued
©
Wholesale dealers Retail dealers Browers—
tnternal revenue regians, districts, and States
(States represented by single districts ndicated in paren- Wines |30 barrels
theses; totals for other States shown at bottom of table) Wines, Wines, nd.b. or more,
3255 4| ggpen| Csior
12) [¢1)] 1% 16)
United States, tetal 120 m [ a,en m

h-Atlantic Region 52 1 no 22

‘albany {aw Gy baiow Lag H

Augusta Maine;

- (M 125 4
See éc BIIOVI;. 7 85 3
(Sea (c) balow). § 12 6
ermont). 907
arttora ( 8 1
Manhattan_.._........... See (c) below). . 39 10 62 1
oW
Rhode tsland). - 7 2

Mid-Atlantic Reglon_ . ... 10 3 4,055 2

Baltimore. (Maryland 2nd D.C.) 496 3

Nowark.._ E ow Jersey) 4

Philadslphia. 1 1%

P oe 2 1 4 8

Richmond 3 2 3,555 z

Wilmington

10 76 | 20,303 4

g 18 847 1
rolinay. 1
arolina). 1

Jackson.. - opi). 2 2 .

J Florida; 5,755 3
ashvllls,

Contral Regien. 1 23| 12,317 7
incinnat| See (d) balnwz 3 1 2,724 4
teveland See (d) below, 5 8 , 834 3
etroit. Michigan). 8 7 3,260 8

Indiana) 7 213 5

Lovisvilte. .. ..ooooeaeeen Kentucky) 1 1 4
8 'West Virginia). 1 25 1

Midwmst Replon. 4 ) 2 L]
berdoen. South Dakota).

Chicagn. See (b) below)............ 1 1 9
os Moines. lowa). 1 61 1
Brgo. North Dakota) 1

Milwaukee. .........._.__ Wisconsin).. 1 1 12 %
msha, ( 2
. Louls { i [ 3 & &
t. Paul. 3 3 10 3

i {See (b) beiow). 1 12 4
Reglon 3 0] 5,333 %
Emw Mexico) 2

Austin See (1) below). 1] 4,113 7

Cheyenne Wyoming) -

Dalias. . ...coenmeannnnas Ses (1) below) 84 2

Denver 28 3
Itile Rock. 3 229
ew Orleans Louisiana) 9 3

Okl 13 1

Kansas) 5

Waestern Region. 23 24 7,092 1

Anch iasks) 1

aho).
1

Honolul awail). 2 2 3

Los Angeles. ............. ) DEIOW). < oot fenene e e e 7

Phoenix 2). 63 1

Qregon) 2,105 1
Nevada).
(Utah) 1 1
0, sse- (2) beiow) & | zm 1
Seattle. Washington). R 1,484 6
Totals tes not shown above
2 2,790 1B
1 13 13
3 162 15
9 6,618 9
u
6 5,047 9

1 Includes 5 brewers of less than 500 barrels at $55.
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Table 14.—Number of occupational tax stamps issued, covering ﬁxcalleur 1966, or pondion thereof, by class of tax and by

intemnal revenue regions, districts, an

States—Continve:

Nareoties Marihusna
Internal revenue regions, districts, and States Dealersin . |
i Practi. | untaxed: | LADOIS- Produc: | practi- | Labora-
(States represented by single districts indicated in tioners, | prepara- etc., millars, tioners, | tories,
parentheses: totals for other States shown at bottom 5t tigns, si s1 | St 3
of table) 1]
(28) (25 (26) (29 0 (62}
320,532 1,461 404 1 47 25
67,869 5% 10 13 5
o0 (0 below). ... | 62
(Maine; 1
24 2 5 3
ee gc) below). 124 1
e6 (c) below). 207 1 k- J) RN,
ermant)
Hartford i 13 1 [ SO
o0 (c) below) 138 3 3 2
Portsmouth. ew Hampshire)_ 1
Providence... hode [si2nd). 26
anth 251 8! s 10
Baltimore. Maryland and D.C).____| 7 3 PO
Newark.__. ew jersey) 3 3 ?
Philadelphis oe (#) below)._ 3 1 2 3
ittsburgh ea (¢) below). 1
Richmond.. irginia).._. 16;
Wilmington N
Regi 13 b1 1
Atlanta___ - (Georgia). 12 4
i (Alabama). 7 3 1
Columbia... ... ._...___ {South carnlimg ........ 1 2
(North Carolina; 10! 16
Jacksan. ... EMisslulnnh 1
Florida). Z. 5
4 2! 7
26 13 [} 3
e8 (d) below). H 2 1 3
ee (d) below). & 2 1 4
ichigan). 8 4 1
ndiana). 3 2 1 1
ouisville tuck 13
Parkersburg. West Virginia, 1 9
Midwest Reglon £ 181 us a 1 17
Aberdeen
i 7 3 34 0 1
K 18 3 2
5 1
1 1 1 14 1
10 2 L 1
3 i
2 IS 2
Reglon .. 4 1 50 17
ew Mexico). 4 5
Austin, ee (f) below). 2: 16 4
heyenne. Wyoming).
Dallas....___.._........ ee (f) betow).. . 220 2 b}
onver ( X
ittle Rock_...........__
Orleans. 1
Oklahoma City. 1
Wichita
Western Region. 185 102 n 1 5
aise. 2
elena 1
Honolu) 2
Los An) k[ 4 3 4
Phoenix, 1 3 1
Portland X 6
ano . 1
Salt Lake City. 1 2
San Francisco. . ......... 3 20 15 1
Seattle. ... ( 2; 3 7
hown above
(@ Caltornia 9 39,681 64 51 1 4
b) {llinois. 9 16,238 51 17 1 1
(c) New York. 14 44,979 531 58 [ 2
() io. .. 1 15,793 53 % )
¢) Pennsylvani 7 20,517 44 7 2 3
(f) Texas... 2 15,046 8 7
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i i thy f, by class of tax and by
Table 14.—Number of occupational tax stamps issued, covering fiscal year 1966, or portion thereof, by

intemal revenue regions, districts, and Sta ontinued
- biiliard,
Natlonal Firsarms Act Coin-operated dovilcles, lird | aaur- .
poo! and bowiing aliey pre Roiey
process
8illiard or reqp- N
s 1- | Amuse- vateg | Wagering,
Internal revenue reglons, distrlcts, and States ar importers Pawn D&nhl::s ':; m 4 J’“l’“ ‘;','.';‘I';‘: h':":;" %0
brokers, than Deslers, | bowling evice nd,
Sore upmgnnd| Y shl‘lﬂ’ ‘1‘:«‘;‘1:1';92‘: ‘lctl;:?mlnl: class 3, | pawn- class 5, all:y nulrbﬂus. nu;l;::, causn
parenthgses; tolals forother Class 1, | Clasa 2, | $300 | brokess, $10 | premises,  pi |
of able) $500 | $25 cless 4, $20 per | device | dovice
$200 table or
alley
@ |Gy () [] 36) @an [ ] “0) wn
2 4 2 O . 7 378 | 25,20 40 6,155
1n 3 [ ) JSUUNN . 203 [eeeeemnnns u
""""" 1
€y below). ... 1 1 - &
g | : - 55
11..
20 (c) befow). .. i " 5%
nsc clow;... 1 1
srmont). 5 i 5 lg
a8 (¢) below). . 3 5 . T3 e {g
oW
Hode Isand). 0 4,261 3
; : ‘3 ‘% g 280 3 42? 105
82 22
o 1N i 4
R [
Richmend . 2 2 3 ‘:3
Yilmlogon 1 3 15 1 [ 5, ?zg 10 54
i (Georgia). 2. i -- | ls7§ - i %
oling). - 673 o
o Gy B[R] L 2
Misslasippi). i i . 2 5 1
Florlda). - 1 2187 A
i 3 10 5.8 : REH
1
e (3 el 162 184
See Ed; below)_ .21 ... ? 5 § ml): i X gi
ndiana) g 3 l % : %gg
West Virginia) B H ‘l ‘: % H 2:2
South Dakota). 5 i n u
b) befow) o
&“ ';y.'ﬁ ak It g z:
(T TTEIT) MO M NN R B e Iruntnt il B 4 Nosset
} : 120 45
i i 42 i 15
2 12 2
1 328 2 . 733
a 4,045 15
"""" ! i H ¢ 3l 1
2 17 12 153
I 5
") 1 i 1 s
beiow) 1
- L — mn 3 m
2,217
~ (Loulslana) 3 g B o m
- (Okizhoma). 3 o R 5
- (Kansas) i A_. 20 H s 4 24m
(Alasks) 1 4
(hameaiay. 3i 382
(Montana) al
! 7 29 3 5
' 3 160 7
3 750 4
1 1,737 138
1 59% i 598
i 1 N i
Totals for States not shown above
al 4
‘ lz‘ % 668 2 1
s | TEE
! ! 1 g : B 12 189
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Table 15.—Appeliate Division and dispositions of d income, estate, and gift tax cases prior to issuance of
statutory notice of deficiency (pre-90-day cases)
g A. Progress of work
Amount stated in revanue agent's report
(thousand dollars,
Status Number of cases i
Deficiency in tax Penalty Overassessment
W @ ()] (O]
Pending July 1 20,095 1,394,593 42,902 224,096
Received 27,652 1,176,817 40,936 44,621
Disposad of, total 25,278 922,632 26,807 166, 857
By 21,478 753, 362 17,683 162,835
Unagreed overassessments and claims rejections ..~ _~2~ 171177 77T 552 1,146 34 2,380
By issuance of statutory noti to 90-day status. 4,251 228,124 9,050 1,642
Pending june 30. 21,468 1,588,877 57,041 101,860
8. Results obtained in dispositions
Appeliate deterniination (thousand doliars)
Mathod Number of cases
Deficiency in tax Penalty Overasszssment
[e)) @ [€)] (O]
Disposed of, tots! 26,2718 534,483 11,652 152, €58
By 21,475 292,178 3,602 159, 146
Unagreed overassessments and claim rejections._ 552 3 2,214
By issuance of statutory noti to 4,251 242,241 8,027 298

Table 16.—Appellate Division receipts and dispositions of protested income, estate, and gift tax cases in which statutory

notices of deficiency were outstanding (90-day cases)
A. Progress of work

Amount stated in statutory notice (thousand dollars)

Status Number of cases
Deficiency in tax Penalty Overessexsment
) @ ()] w
Pending July 1 1,299 56, 876 9,806 257
Received, total 4,40 258,340 8,853 267
Statutory notices issued by Appeliate Division 1__. . 4,100 234,848 8,075 b2
Statutory notices issued by district directors and received during 90-day period . 382 23,492 78 “
Disposed of, total 4,345 248,651 14, 680 491
By 758 14,333 510 22
By taxpayer defauit. 1,125 24,248 1,358 139
By petition to the Tax Caurt to docketed status. 2,462 210,114 12,751 280
Pending une 30 1,397 65, 525 4,019 33
1 Differance from table 15- to so;d-y statu

B. Results obtained in dispositions

ed by cases being combined or split for the purpose of issuing the statutory notice, cazes in transit, etc,

Appaliste determination (thousand doliars)

Method Number of cases
Deficiency in tax Peraity Overassessment
m @ [©)] (O]

Disposed of, total 4,345 245,334 1,388 488
By 758 11,97 U8 79
By taxpayer default, 1,125 4, 244 1,358 139
By petition to the Tax Court 1o docketed status. 2,462 0,114 12,751 20
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Table 17.—Appellate Division receipts and di:poti'ioéu of income, estate, and gift fax cases pefitioned to the Tax Court

(docketed cases)

A. Progress of work

Amount stated in statutory notice (thousang} dollars)

Number of cases

Status Deficiency in tax Penalty Mrmmmlnt
W @ [¢)] N O}
7
9,384 938, 530 120, 145 3;53
"ndli":d,ﬂyhll 6,874 544, 816 37,433 152
Received, .
s 2,971 -31
P““‘Dol's‘?vl(éllggl::cm!p‘umum notices. ;:;gg %: izg Wi u
Appellate Diviston's statutory notices t_ ... o e =
Disposed of, total 6,234 437,528 4,122
sposed of, tots!
s T I E
g; dismissal hhy' the Tas Coifiof (sspmyer defautt. i 2 i 2
Trled before the Tax Court on
ﬂ.j 30. 10,024 1,105,877 113,457 2,803
Pending June -

1 Diftesence from table 16—transterred to docketed status—is caused by excluding district directors’ statutory notices considered by Appellate in 90-day ststus, cases

in transit, etc.

B. Results obtained in dispositions

Appellate determination (thousand doliars)

Mathod Humber of cases Deficiency in tax Penzlty Overassessment
m @ @ (O]
Disposed o, total. 6,234 134,488 10,536 4,746
8y stipulated 5,185 Sg,gg ?: ggg l.G;}
B; tilllspvmal by'(ho Tax Court or taxpayer defauit. 9’}% 33: o b 3
Tried before the Tax Court on the merits !

1 Represents amounts petitioned.

Table 18.—Office of Chief Counsel—Processing of income, estate, and gift tax cases in the Tax Court

Amount in dispute (thousand dollars)

Deficiency
Status Number of cases
Tax Penalty
[ @ @ N (O]
02
10,576 920,373 112,489 57,3

Fi o e 7013 5072 325t s
P ot e 6,227 412,555 35,288 wa
2“’;!“‘1]"' 18 30. 11,362 1,015,100 108, 452 .

ending Jun
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Table 19.—Office of Chief Counsel—Receipt and disposal of Tax Court cases in courts of appeals and In Supreme Court

In courts of sppeals In Suprema Court
.
Amount In dispute Amount i pproved Amount in disputa Amount spproved
(thousznd dollars) {thousand dollars) (thousand dol{srs} {thousand doliars)
Status Number : Numbar
of cases of cases
Over- | Deficiency [ Over- Deficiency | Over. | Daficiency | Over-
payment and payment nd payment and payment
penalty
0] ® [0} [} ® ® an
Pending July 1, total 483 | 45,606 ¥ 9 195
Appesled by i 80 7,522 1 7 41
Appealed by taxpayers. 349 28, 694 70 2 154
Appeated by both, 3 5,381 205
Appealed, total .. ____...... ... __ . 32 186, 624 214 3 864
By iS3il 41 3,104 4 1 14
By nxglylu ............................. 257 | 11,518 9% 12 50
By botl 34 2Zooz 114
Disposed of, tota!. 336 24,018 n 10,054 57 8 123 12
Favorable to Commissioner . 191 8,131 19 8,132 18 8 123 13
Faverable to taxpayers. a8 2,198 a 37
Modifis 13 4,530 1,863 1
Setiled 12 3,177 1 260
Dismissed " 6,042 9
Pending June 30, total 459 38,152 429 1 935
Appealed by Commissione 48 3,553 5 1 M.
Appealed by hx&aylﬂ. 358 2,730 110 13 822
Appesled by both.... 53 4,889 314

Table 20.—Office of Chief Counsel—Recaipt and disposal
of svits filed by taxpayers in Federal courts and actions
by the United States for recovery of emoneous refunds

Refund suits
(other than .
slcohol, tobacto, N
and firearms Erro.
Total neous
Status refunds

Court of | District
Claims | courts

[} @ ¢} ®

Pending July 1:
Cas Y

... number..| 3,335 5101 2,80 2
Amount in dispute
thousand dollars. .| 364,044 | 200,013 | 163, 184 847
Received during ye:
Cases._ number..| 1,512 125 1,383 4
Amount
thousand dollars...{ 135,767 | 36,640} 97,329 1,797
Disposed ot during year
Ci ..number._{ 1,360 149 1,205 [

23es. ...

Amount in dispute

thousand dollars..[ 94,095 | 28,035 | 66,028 7

Rllugded dltmnl year: 1
mo

unt__.._thousand doltars..| 46,293 | 14,662 | 31,631
Percont of amount disposed of.. -] 43,18 | 52.29 | 47.%0
Pending June 30:
C _.number...] 3,487 45| 2,07 s

RY€S. ___
Amount in dispute
thousand dollars. .| 405, 716 | 208, 614 { 194, 485 2,617

! The number of cases disposad of does not agrea with the number of cases in
which decisions were rend; y these courts during the year, due to settiament
y stipulation, dismissals, and time required for rotsial, recomputation of tax, stc,
n the Court of Claims the number of decisions was 58, of which 37 w
Government, 17 u{himl the Government, and 4 partly for and partly ag:
Governmenl. In the district courts 448 decisions wi , of which 24;
were for the Government, 159 sgainst the Government, and 42 partly for and partly
against the Government. For decisions by the courts of appeals and Supreme
Caurt, see table 21.

Table 21, —Office of Chief Counsel—Decisions of courts of
appeals and Supreme Court in civil tox cases

Partly
for and
For the Against partly
Court Total Govern- the against
ment Govern- the
ment Govern-
ment
m @ [6)] “w
L1 I 383 294 63 21
By courts of appeals, total...____| 3 20 62 2
Originatly tried in—
Tax Court. 250 0 3 7
District cou 123 8 32 4
By Supreme Court, total. . ...... 10 4 [ (SO,
Originally tried in—
Tux Court 1. 4 4
District courts. & 4 3 IR,
Court of Claim:

1 The Supreme Court decided 3 cases against the Commissionar and remanded
the 4th after enactment of legisiation which provided special relisf for the taxpayers.

Note.—Cases coversd by tables 23 and 24 are not included,
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Table 22.—Office of Chief Counul—Ref.cjlptland disposal
of collection, injuncti and di cases

Number of cases

Table 24.—Office of Chief Counsel—Receipt .cnd dispotal
of miscellaneous court cases, lien cases not in court, non-
court collection litigation cases, and appeal cases

=

Suw Miscel- Lien Noncourt
Total { laneous cases :nlll:(;’gg Appeal
1,909 Status court | notin | tigal cases ¢
2,583 cases ) | courts | casesd
h 2,629 -
i, A -
31’..‘11‘1?.'.“1'&... 0 N [} @ ) w [0}
i i 158
— bls includes casss handled at national and regional levels which Pending July 1 1,189 310 86 635
-v:‘ ‘:::an‘:‘:ll::l.ﬂel.lﬂ’:n"lol it or are in x:n; in Fmevﬂnlﬁ::g’:':laln;m:ssl tIA: Rlulle;“’. g gsg :}g {'-7,2; g, éétli }g
does not include cases relating to alcohol, tobacco, ani 3 g:,m;.' j?uiu i l: o g3 49 g0 b

inselvency and deblor proceedings (table 23), nor to appes! and other cases
which sre included in table 24.

Table 23.—Office of Chief Counsel—Receipt and disposal
of ' y and debtor p di

1 Includes suits for foreclosure by mortgagees or ather secured creditors, and
suits fo quist tille to which the United States is made a party.
9 Primarily applications for discharge of property from tax liens.
3 Primarily msmorandums on coliection fitigation matters from regional counsel
to district directors which are not related to court proceedings or lien cases.
¢ Includes cases in Faderal and State appellate courts relating to insoivency and

Bankrupt Miscel debtor proceedings, lien cases In court, and collection, summons, and injunction
i- nkruy scel- .
o e oo handled at nations! and regional tovels.
Stat Total { proceed- | ceivership | insolvency Note.—Includes cases handled at nati
us - .
Ings?
) @ @ W Table 25.—Office of Chief Counsel-—~Caseicad report
Pending ‘ Receipts | Disposals | Pending
550 458 " Jane 5
- %Z Y 1, i 1,186 680 Activity July t un
Disposed 3,088 1,261 1,129 669 ) @ @ )
Pending June 30. 2,076 1,020 587 463
[ (.17 DR 288 27,25] 26,210 23,793
1 Proceedings instituted under the following section or chapters of the Bank- L | B -
ruptey Act: Sec. 77 (rallroad and chs. X 15 70 125 1
tions), XI (arran{ ements as to unsecured inbedtedness), X (real property arrange-
ments), lnd“Xl’l "fm n“::rg:;:;‘pluns), which invelve tax claims and ofher rights Alcoho! and tobecco tax.......... 515 .40 4403 552
‘"gu':t;l:g t: Ilq.uld"nuon roceedings and Federal or State receivership pro- National office...... 118 1,038 Lo 170
cetdings wgicﬁ involve tax ernim: of the United States, Field i 334 33 |- 2
3 Procendings relating to corporate dissolutions, insolvent banks,
for the bensfit of creditors, or administration of estates of decedants, which invalve S.091| 1nse8| 11,434 5165
tax claims of the United States. . s = = -
Nots.—tncludes cases handlad at national ord regional levels. AN oo

2,33 1,485 1,463 2,358

79 85 80 84
2,257 1,400 1,383 2,214

Interpretative Division..__._....] 252 763 759 2%
Jotnt Committes Division ... 75 19 L)) e
Refund Litigation Division_.._._. 3,335 1,512 1,360 3,487
Tax Douﬂ’.._...,_._.A..,_..;_ 11,048 7,358 6,572 11,834
4 s 344 473

'F‘I:’llgnnl ofiee 10,576 7,013 6,228 11,361

1 No Joint committee cases roceived after December 1965.
 Nondocksted cases not included.
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Table 26.—Obligations incurred by the Internal Revenue Service

[In thousands of dolars}

Tot Personnel
Internal revenue office, district, or region ol Tr?n‘in;:‘::ﬁ&" Travel Eauipment Other
(O] @ (6] ) [0
A Nationa) Office and reglonal totals (including district directors’ offices and service
centers)
Total Internal Revenuo Service ! 624, 862 548, 825 618 11,610 246,809
Nationa) Office. 70, 556 39,320 2,134 :
NortheAtian 99,018 93,461 1,624 R %on
Mid-Atian 78,481 73,518 1,645 699 2,619
Central o e o o8 4,
Ridwest 7,581 71339 2,09 456 e
Southwe 59,819 , 528 2.076 710 2,503
iy I T T
egional inspecti A
M‘cu of International Z' ga g(zlg Il‘:s i 1
National Computer Center 4,059 , 518 19 i i
IRS Data Center_. , 682 ! 521 [ "5 P
B. Reglonal commissioners’ offices (excluding district directors’ offices and service .
centers)
North-Atlanti 11,018 10,109 254
iy 3 3 (3] 9
;‘In'St ""n“ ! , 456 , 498 368 102 gz?
I | T
feiowesi 8 m . ] 29 ]
3 3 233
Western 9,099 , 148 a5 1 2:;
C. Regional costs undistributed -
North-Atlanti
th-Atlar 1,280 1,000 a1
gﬂnl:(;a'”l {{ 911 709 173 ;;
ST [ | N
Midwest I, ol 695 276 3
Westarn 1,014 585 %g 32
0. District directors’ offices and service centers
North “':(llnlic: '
20y, , 771 3,523 100
x;;:;. , 852 112 72 i %
oston- 12,047 11,462 230 323
kly 14,872 14,272 126 403
i , 835 8,350 200 1 230
utlingl 944 81 38 28
6, 576 8, 257 122 4 156
26,570 25,119 135 7! 580
P 1,345 1,220 53 2] 45
2 T y
1rs orth-Atlantic Service Center. 1,523 8,714 2 28 489
faltimore. = 10,213 | 9,778 128
- i & i
Pltaburgh ! 635 4,309 165 ]
limington ] $%0 £ ]
Mig-Atiantic Servi , )
Sout, :[l“u antic Service Center 10, 663 9, 64 29 25 766
20
, 037 5,606 206 >4 m
, 273 3,975 15 23
Columbia.. ;gs? éggé ;gg '%S
ackson. 588 2,312 130 lg
vile I i i
3 3 167
Cent ,zlullhusi Service Centel , 530 8,75 37 1 622
Incinnat]
, 642 1.2 2
l;t'::.nd 12,132 11,458 286 ;ﬁ
14,847 14,040 3 1 - s
ndianapg 087 7,602 240 149
5, 143 4,781 187 125
Central Regional Training Center. '(lmss z’ﬁi B; it
entral Service Center. 7,982 6,613 23 43 9‘115
See footnotes at end of table.
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i l Table 26.-—Obligations incurred by the Internal Revenue Service—Continued Table 28 vanti 4
.—Quantity and cost i i
; | ‘ {In thousands of doliars) . ty statistics for printing
\ i Parsonnel ) : o 1965 196
'i 1 Internel revenue office, district, or regfon Toul n:’r:an;::::lﬁl&n Travel Equipment ;  Other i )
Nt ' ' 1 2 4] 4 t Class of work Quantity Ghousands) Cost Quantly (thousands)
A ()] @ (€] [ ® P . Cthomsand Wl
vl s ur';:& Patkages dollars) items Packages dollars)
N D. District directors’ oflices and servico conters—Continued Ty or sety
Midwest: " s @ @ ® ® ®
berdeen , 493 , 387 80 1 36 ! Total ...
I R (N S ; s
oines ‘ . ,
:"‘n " 300 " 185 H ] . ' ax returns and instructions for major mailings to taxpayer, total 964,720 o5 N = 11,100
i s 'g% ng lgg 153 ) Package | gfmm 1040 and instructions—20 pages) - - b 77,166 1,7
: , , it Package 2 (Form 1040, Schedules B, D, 1040ES, and i 15,762 287 63,345
l 1. Louls. , 540 965 m 260 Package 3 (Form 1 ¢ i ond | g 21,115 [P
5 £ Paul 598 215 160 It 167 Fackage & Form 1043, Semediies . br' oS, e | R W
i ‘ Springfield. . 519 , 148 194 4 136 [ " S Pethid S, 8N 3 ’ §,15)
! s 0 Wm0 ow o= Fiar o 5 S i, ) Wl oAm| m)
it outhwest: ackage 7 (Form 10404, instructions, and retur, 1,320 29 9 ' 3
: x ,078 1,881 108 12 79 Employment : , and return envelops, 41 805 | 6, 850 1310 ]
i ustin 10,175 g4l 327 85 352 ] 2‘13_'_';‘;""';,’;)"“""'—?“‘ 383 (Forms 7018, 941a, W~ 610 20, 805 i 38,720 18,360 125
‘ e 530 = 3 i 5 i Other tax 7,965 451 07{ 61128 4475 151
23 , , i er tax returns, instrueti . - ' g
(e - 257 543 i 2 158 v Rminisiration Torims an oaer BUBlic-uss forms, and pamohiets................... 1,161,872 4,012 | 1,349, 321
Rock , 866 , 601 14 3 90 A Field ptinting 682,125 2,392 ' 933, 015 185,423
' i e e iy 5% » I h N & Exciza tax stsmps R S| 12885 245
it e e— ) az qu 1 3 is : - 152,311 867 1 2,360,894 | 10011007 936
i i A 1 i
il Wit e Center 5, ) Inctuded in this figurs is $467,000 for the Gradusted Withholding Program.
' 863° 768 [ 3
. sise 319 1 82
3 siena , 434 8 6l
; , jonolulu. , 623 A 70
) as Angeles. 21,833 534 5t 82
Phoenix... 7, 896 97 1 108
; Portland , 902 123 u
) e - ,773 82 15§
Salt Lake City , 769 4! 55
an Franciscs 14,552 360 10 7
: eattle 793 18 210
' Western Regiona! Training Center. 172 %)
! i Western Service Center 7,238 7 18; 253 \
¥
| Less than $500.
I 1 tncludes $3.4 million financed from raimbursements, sy . .
: i 1 Does not include $552,000 rental transfer to General Services Administration. .
e ! . Table 27.—Obligations i d by Intemal R Service, by appropriation and activity
i\
{In thousands of doltars]
i 1
; Total Personnel compensation Other
- and benefits
' Appropriation by activity .
B 1868 1966 1965 1966 1965 1966
4 Total obl 597,387 | 624,861 | 522,490 | senE5| 74,897 76,03%
" funds, iota! 5§95, 047 621, 468 520, 607 546, 065 74,440 75,403
: Salaries and exponses:
Total.... - 16, 511 17,450 14,128 14,878 2,383 2,612
. Executive diraction. 7,507 7,798 6,394 6,452 L3 1,348 [
\ Antarnal sudit and security . 9,004 9,692 7,734 8,426 1,210 1,266 i
ain Revenue accounting snd processing: . 4
|t Total.. 151,339 159, 449 117,823 128,301 33,516 31,148 [
| I District manusi 84,251 74,528 71,999 6], 658 12,252 12,871 ~
', Servics r 61,360 80, 405 41,988 62,544 13,378 17,862 N
1 ! Statistical reporting.. 5728 4,514 3,840 4,093 1,888
i Compfiance:
i ' Total... 421,197 A4, 529 388, 656 402, 836 38,541 41,643
f I 11 Audit of tox returns.... 215,922 225,850 201,120 209,520 14,802 |- 16,330 i?
e Collection of delinquent sccounts and securing delinquent seturns. .. ........ 100, 549 103, 086 50, 201 91,918 10,343 11,168
- Tax traud and special i 31,235 32,493 27,029 28,186 4,206 4,307
| [ Alcoho! and tobacco tax TegulBtory WOrk ... oo eiieiicocoaoeccmnananenns] 34,773 35,484 28, 29,290 5,793 5,194
A Taxpayer ond appeals. .. 20,823 23,291 19,585 21,747 1,238 1,544
Rulings, technical planning, and special technical services. 9, 265 9,360 8,198 8,426 1,067 934 t
. ' Logal services_ .. 14,830 14,865 13,543 13,799 1,087 1,166
| tolal, 2,340 3,393 1,883 2,760 457 633
Nots.—Amounts shown do not include appropriation transfer to GSA for rent of space smounting to $27,000 in 1965; $552,000 in 1966 i
A
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A
Acts:
Revenue—1964, 10
Excise Tax Reduction Act—1965,
8, 11,24, 94
Federal Alcohol Administration, 40
Federal Firearms, 39, 45
Social Security Amendments, 46
Interest Equalization Tax Act—
1964, 46, 94
National Fircarms, 39, 45, 105
Tax Adjustment Act—1966, 3, 11,
45, 55, 92
Administrative budget receipts, 11
ADP System Study Plan, 61
Advisory group, 79
Agencies, studies with, 59
Alcohol and tobacco tax:
Authorization of Industry Opera-
tions, 41
Chart on, 42
Chemical analysis and rescarch, 39,
42

Committee labeling and advertising .

regulations, 41
Ciourt decistons, 105-107
Enforcement activity, 37
Establishments:
Inspection of, 41
Qualified 41, 127
Industry circulars, 7, 98
Label activity, 40, 41, 128
Ofhices closed, 63
Operation Dry-up, 37
Prosccution, 31, 36
Publications, 90, 91, 98
Regulations, 94
Seizures and arrests, 37
Supervision on-premises, 4]
Statistics on, 9, 37, 113, 120, 121,
127,128
Announcements, 97
Appeals:
Appellate Division, 25
Charts on, 26, 27
Processing of, 25-28
Statistics on, 27, 28, 133, 134
Appendix, 90
Assessments, additional (See Taxes)
Assistance:
Foreign tax, 48
Taxpayers, 4
Overseas, 50
Legislative, 45
Attitude survey, 70
Automatic data processing:
Benefits to taxpayers, 17, 20
Data center, 16, 59, 65
Identification of taxpayers, 16
Savings on ADP Equipment, 64

INDEX

Service centers, 17, 63
Training, 71
Vital Statistics, 15

Budget, administrative receipts, 11
Bulletin, Internal Revenue, 6, 96
Business Master File, 13, 56

(o

Career programs, 63
Chart, organizational, 82
Chief Counsel, Office of;
Analysis of cases flowing through,
34
Cases involving criminal prosecu-
tion, 30

Disposal of cases by, 43, 135, 136 .

Civil litigation, 43
Claims. (Sec specific item)
Collection litigation legal scrvices, 35
Collections:
Alcohol taxes, 10, 113, 120, 121,
123,127,128
Corporation income taxes, 10, 112,
120, 121, 123
Disability and old-age insurance, 10,
112, 120, 121
Employment taxes, 10, 112, 120,
121, 123
Estate and gift taxes, 10, 113, 120,
121, 123
Excise taxes, 10, 113, 120, 121, 123
Individual income taxes, 10, 112,
120, 121,123
Old-age and disability insurance,
10,112,120, 121
Other, 10, 119, 120, 121, 123
Railroad reiirement, 10 112, 120,
121
Stamp taxes, 115, 129
Statistics on, 10, 112, 120, 121,
123, 127, 128
Tobacco taxes, 10, 115, 120, 121,
123, 128
Unemployment insurance, 10, 112,
120, 121
Withholding taxcs, 10, 112, 120,
121, 123
Commissioner:
Contest of suits, 99
Commissioners of Internal Revenue.

Competent Authority cases, 3!
Compromise, offers in, 35
Conference:

Procedures, 25

Tax administration, 49

Cooperation, Federal-State, 36
‘onventions, tax (See Tax conven-
tions)
Coordination und cooperation with
burcaus and agencies, 50, 56, 78
Clorporation income taxes:
Additional assessients, 34
Claims for refunds, 24
“ollections, 10, 112, 120, 121, 123
Refunds, 12, 125
Returns:
Examined, 23
Filed, 14, 126
Statistics on, 10, 12, 24, 34, 112,
120,121,123
CGourt(s):
Circuit courts of appeals, 99
Of Claims, 44, 99
Supreme, of the United States, 99
The Tax, of the United States, 44
United States District, 44
Criminal prosecution:
Analysis of cascs, 30
Cases, disposal of, 30, 106
Results of, 30
Supreme Court decision in, 106
Current research program, 55

D

Data center, 16, 59, 64
Delinquent accounts:
Disposals, 31
Statistics on, 33
Delinquent  returns and  delinguency
investigations, 28
Additional tax from, 34
Analysis of, 28
Statistics on, 34
Determination letters:
Employee bentfit plans, 6
Exempt organizations, 6
Pension trust plans, 6
Self-employed persons benefit plans,
[

Statistics on, 6
Disability insurance taxes:
Collections, 10, 112, 120, 121
Refunds, 13
Disciplinary actions, 78
Dividends and interest, 17, 56
Documents, 91

E

Employment benefit plans, determina-
tion letters on, 6
Employment taxes:
Additional  assessments  resulting
from cxamination, 23
Appellate Division processing of, 25
Claims for refunds, 24
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Employment taxes—Continued
Collections, 10, 112, 120, 121, 123
Refunds of, 12, 125
Returns:

Examined, 23
Filed, 14, 126

Enforcement activities:
Additional tax from, 33
Alcohol and tobacco tax enforce-

ment, 37
Appeals, 25
Claims disallowed, 24
Delinquent accounts, 31
Delinquent returns, 28
Examination program, 22
Firearms program, 39
Mathematical verification, 21
Offers in compromise, 35
Tax fraud invesiigations, 29

Estate tax:

Additional assessments, 34
Claims for refunds, 24
Collections, 10, 113, 120, 121, 123
Refunds of, 13, 125
Returns:
Examined, 23
Filed, 14,126

Estimated tax, declarations of:
Gorporation, 14
Individual, 14

Examination, additional assessments
from, 23

Examination program:

Claims for refund, 24

Classification and selection of re-
turns, 22

Overassessments of tax, 25

Returns examined, number of, 22

Tax recommended, additional, 23

Excise taxes:

Additional assessments, 34
Appellate division processing of, 28
Collections, 10, 113, 120, 121, 123
Refunds of, 12, 125
Returns filed, 14, 126
Executive selection and d
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File:
Business Master File, 15
Individual Master File, 15, 32
National Identity File, 34 -
Field offices, reduction of, 63
Financial management, 74
Firearms program, 39
Fiscal management:
Cast of operations, 76
Programs, new, 74
Reimbursable services, 75
Statistics on, 76, 137, 138
Foreign language training, 49
Forcign tax assistance staff, 48
Foreign tax officials, assistance to, 48
Forms:
Cost of printing, 159
Eliminated:
277, 92
7294, 92
741, 93
749, 93
752, 93
754, 93
755, 93
827, 93
928, 93
929, 93
2701, 93
2240, 93
New:
1001-L, 92
1001-SWED, 92
3646, 5, 92
4029, 92 |
4067, 5, 92
4070, 92
$8-15b, 92
Revised, 5
Forms and forms letters, 5
Tax return program, 5
Fraud investigations, tax, 29

G

Gasolinc taxes:
o lect

- program, 65
Exempt organizations, determination
letters on, 6

F

Facilities management:
Communications program, 73
Furniture and equipment, 71, 72
Printing (Withholding program),

73
Property and supply management
program, 72
Records and paperwork, 72
Safety mission, 72
Space, 71
Statistics on, 72,73
Telecommunications, 73
Travel Costs, 72
Federal fircarms regulations, 45
Federal State cooperation, 36
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, 116, 120, 122
Refunds, 13
Gift taxes:
Additional assessments, 34
Claims for refunds, 24
Coltections, 10, 113, 120, 121, 123
Refunds of, 13, 125
Returns filed, 14, 126
Graduated withholding system, 45, 55

H

Honors, President Johnson's presenta-
tions, ii
House Rulings, 4446

Incentive awards program, 67
Income tax(es):
Additional, from enforcement, 33
All returns, 10, 112, 120, 121, 123

Corporation, 10, 112, 120, 121, 123
Individual, 10, 112, 120, 121, 123
Processing of protested cases, 25 ®
Identity File, National, 34
Indictments, 31
Individual income taxes:
Additional assessments, 33
Appellate Division, processing of, 27
Claims for refunds, 24
Collections, 10, 112, 120, 121, 123
Mathematical verification of, 21
Refunds of, 12, 125
Returns:
Classification and ination of,

22
Filed, 14, 126
Processed in service centers, 17
Individual Master File, 15
Information returns, number received,
17
Information system studies, 55
Input methods, low-cost, 59
[nspection activities:
Internal audit, 77
Internal security, 78
Investigations, 78
Joint Integrity Program, 78
Statistics on, 78
Intelligence Division:
Statistics on, 29
Tax fraud investigations, 29
International Tax Training, 49, 70
Interest allowed on refunds, 13
Interest equalization tax, 46
International Operations:
Activities of, 49
Foreign posts of, 50
Withheld taxes, 52
Investigations:
Delinquency, 28
Disciplinary actions, 78
Personnel, 78
Prosecutions recommended, 29
Statistics on, 29, 78
Tax fraud, 29
Wagering and coin-operated gam-
ing devices, 29

J

Joint Committee on Internal Revenue
Taxation, 28
Joint integrity program, 78

L
Laboratories:
Research, 39, 42
Testing, 42
Legal activities, 43
Legislative activities, 43
Litigation, appeals and civil, results
of, 44
Long-range planning (Sec Planning-
Programming-Budgeting System)

Magnetic tape, 20, 59, 64

Mail sorting machine (automated),
20, 63

Major management improvements, 62

Management activities, 62

Management  improvement  program,
62

Map of Internal Revenue regions and
districts, 83

Mathematical verification:

. Additional 1ax from. 34
Statistics on, 22

Models, tax, 58

National Computer Center, 17, 20
National Identity File, 34
Noncomphance studics, 35
Nondiscrimination program, 68

[o]

Obligations incurred, Internal Reve-
nue Service, 76

Occupational taxes:
Collections, 117
Number of stamps issued by class

of tax, 129

Returns filed, 14

Offers in compromise, 35

Officers, principal, Internal Revenue
Service, 84

Old-age insurance taxes:
Collections, 10, 112, 120, 121
Refunds of, 13

Operation Dry-up, 37

Operational plan financial, 59

Organization—principal Officers, 84

Organizational planning, 54

Other colleetions. 10. 119, 120, 121,
123

Overasscssients, 25

Overassessments  reported  to Joint
Committec, 28

[

Pension trust plans, 6

Personnel:
Attitude surveys, 70
Career programs, 30, 65
Employee activity, 69
Equal employment program, 68
Executive sclection program, 65
Handicapped, use of, 69
Incentive awards, 67
Investigations, 78
Manpower utilization, 6§
Nondiscrimination program, 68
Opportunity programs, 69
Recruitment, 67
Staffing and redeployment, 13, 65
Statistics on, 47, 68
Supervisory guidance, 66
Utilization of manpower, 68
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Plan, ADP System Study, 61
Planning-Programming-Budgeting Sys-
tem, 53
Planning activities, 53
Program management, 53
Principal officers of Internal Revenue
Service, 84
Programs:
Career, 65
Economic and educational, 69
Equal employment opportunity, 68
Executive sclection and develop-
ment, 65
Financial management, 74
Forcign tax assistance, 48
ldentify U.S. taxpavers, 51
Incentive awards, 67
Joint integrity, 78
Legislative advisory, 43
Nondiscrimination, 66
Reduction, cost, 62, 74
Reports, 64
Research, 55
Special identification, 51
Tax return forms, 5
Taxpayer assistance, 4
Taxpayer commpliance measurement,
36
‘Taxpayer publications, 6, 90
Teaching taxes, 50, 70, 90
Protested cases, statistics on, 25-28
Public information program:
Billboards, 3
Films, radio, and television, 3§
News releases, 4
Other, 3
Publications, taxpayer:
American Scholurs and U.S. Income
Tax Including Fulbright, 92
- Credit Sales by Dealers in Personal
Property, 92
Farmer's Tax Guide, 90
Information on Tax Adjustment
Act of 1966 f{or Taxpayer Assist-
ance, 92
Miscellancous publications and doc-
uments, 92
New Withholding System, 91
Preparation of Form 1040B, 9}
Reporting Your Tips for Federal
Tax Purposes, 91
Social Security Coverage for Clergy-
men and  Religious  Workers
Abroad, 91
Tax Advice for Foreign Scholars
and Visitors on Officials Educa-
tional and Cultural Exchange
Programs, 91
Tax Benefits for Older Americans,
91
Tax Guide for Small Business, 90
Tax Information for Visitors to the
United States, 91
Teaching Tuxes, 90
Your Federal Income Tax, 90
Pucrto Rico, 127

R

Railroad retirement taxes:
Collections, 10, 112, 120, 121
Refunds of, 13
Returns filed, 14

Receipt and processing of returns, 14

Receipts (See collections)

Records holdings, 73

Recruitment, 67

Redeployment, 13, 65

Reimbursable serv

Refunds:
Claims for, 24
Duplicate, 17
Excessive prepayments, 13
Statistics on, 13, 125

Regulations:

Alcohol and tobacco taxes, 94
LExcise tax, 93

Hearings on. 8, 40, 45
Inconie tax, 93

New, 46

Releases, News, and Technical, 4, 98

Reorganizations:

Alcohol and tobacco tax, 63

Reports program, 64

Requests:

Extension for filing, 14
Technical advice. 6
Revenue rulings, analysis of, 7

Rescarch program, 35

Resources utilization, 68

Returns filed:

Classification and sclection of, 22
Decrease in, 14

Examination of, 17, 22

Number examined, 22

Processed in service centers, 17
Projections, 54

Statistics on, 14, 126

Verification, 16, 21

Revenue rulings and procedures:
Analysis of, 7
Published, 7, 94

S

Self-employed persons benefit plans,
determination letters on, 6
Scniinar, Inter-American, 49
Service centers, 17
Service to taxpayers, 2
Short-range work plans, 54
Space, 71
Stamp taxes, statistics of, 115, 129
Statistical reporting, 57
Statistics, highlights, I
Statistics of income releases, 107
Studies, other agencies, 59
Supervision of the aleohol and wbacco
industries, 40
Supreme Court decisions:
Civil cascs, 99
Criminal cases, 106
Other court actions, 101
Systems development, 59
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T

Tax conventions, 49
Tax Court, The (See also Appeals)
Disposals of cases, 44, 134
Tax laws, evaluated, 45
Tax models, 58
Tax(es):
Additional:
From delinquent returns sccured,
33
From enforcement, 33
From examination, 33
From mathematical verification,
33
From National Identity File, 34
Alcohol, 10, 113, 120, 121, 123,
127, 128 :
Corporation income, 10, 112, 120,
121, 123
Disability insurance, 10, 112, 120,
121 '

Employment, 10, 112, 120, 121,
123

Estate, 10, 112, 120, 121, 123
Excise, 10, 113, 120, 121, 123
Gasoline and motor fuels, 116, 120,

122

Gift, 10, 118, 120, 121, 128

Individual income, 10, 112, 120,
121, 123

Old-age insurance, 10, 112, 120,
121
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Otker, 10, 119, 120, 121, 123
Railroad retirement, 10, 112, 120,
121
Stamp, 115, 129
Tobacco, 10, 115, 120, 121, 123,
128
Unemployment, 10, 112, 120, 121
Withholding, 10, 112, 120, 121, 123
Taxpayer assistance program, 4
Taxpayer assistor positions, 5, 63

pay
program, 56
Taxpayer publications. (See Publica-
tions)
Tax rulings:
Request for, 6
Statistics on, 6
Teaching taxes program, 51, 70,.90
Technical inf 98

tion rel

Tobacco tax(es):
Arrests, 37 -
Collection, 10, 115, 120, 121, 123,
128

Refunds of, 13
Results of criminal action, 31
Returns filed, 14
Seizures, 37 )
Statistics on, 10, 13, 31, 37, 115,
120, 121, 123, 128

Tort claims, 44

Training:
ADP program, 71

Centers, 70
Foreign language, 49
Foreign tax assistance, 48, 70
Operational, 71 .
State tax assistance, 36, 70
Supervisory and manegement, 66
International Tax, 49°

Treasury Decisions, 93

Trust fund transfers, statistics on, 12

Y

Unemployment insurance taxes:
Collections, 10, 112, 120, 121
Refunds of, 13
Returns filed, 14

\J
Verification, mathematical, results of,
21, 33
w
Wagering tax cases, results of criminal
action, 31
Wines, taxes collected, 114, 120, 121

Withhelding system (Graduated), 45,
55 .
Withholding taxes, by employer, 10,

112, 120, 121, 123
Work flow in the Service and courts,
34

11.5. GOVERKMENT PRINTING OFFICE: 1968 O—231-691




	page 1
	page 2
	page 3
	page 4
	page 5
	page 6
	page 7
	page 8
	page 9
	page 10
	page 11
	page 12
	page 13
	page 14
	page 15
	page 16
	page 17
	page 18
	page 19
	page 20
	page 21
	page 22
	page 23
	page 24
	page 25
	page 26
	page 27
	page 28
	page 29
	page 30
	page 31
	page 32
	page 33
	page 34
	page 35
	page 36
	page 37
	page 38
	page 39
	page 40
	page 41
	page 42
	page 43
	page 44
	page 45
	page 46
	page 47
	page 48
	page 49
	page 50
	page 51
	page 52
	page 53
	page 54
	page 55
	page 56
	page 57
	page 58
	page 59
	page 60
	page 61
	page 62
	page 63
	page 64
	page 65
	page 66
	page 67
	page 68
	page 69
	page 70
	page 71
	page 72
	page 73
	page 74
	page 75
	page 76
	page 77
	page 78

